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NATIONAL AFFAIRS, POLICY 


Wei Sheng on Reform Needs of Market Economy 


92CE0148A Beijing JINRONG SHIBAO in Chinese 
2 Nov 92 p 3 


[Text] The party’s 14th plenum clearly set forth that 
China’s economic reform goal is to establish a socialist 
market economy. This has important practical signifi- 
cance and profound historical significance. However, we 
must recognize that the significance of the market eco- 
nomic reform goals set forth by the party’s 14th plenum 
can fully emerge only after we carry out comprehensive 
continuing of reforms according to the needs of the 
market economy. For this reason, we must consider the 
key point of discussion on the problems of the market 
economy to be how to comprehensively continue 
reforms according to the needs of the market economy, 
and we should no longer spend too much time debating 
the nature, characteristics and so forth of the market 
economy. The main problem now is to discuss how to 
continue reforms according to the needs of the market 
economy. 


To continue reforms according to the needs of the 
market economy, it should first be made clear what the 
needs of the market economy are. I believe that the needs 
of the market economy consist of two aspects: One is the 
market economy’s inherent regulatory nature, and the 
other is the specific limits placed on the market economy 
by the socialist market system. The market economy’s 
inherent regulatory nature consists primarily of: 1. 
Resource deployment based on the market; 2. clarifica- 
tion of resource property relations; and 3. commercial- 
ization of resource ownership. In the present stage of 
China’s socialist market, the limits placed on the market 
economy by the socialist economic system are: 1. The 
market economy is a socialist market economy, and the 
market economy and socialist economic system are 
inherently bound together. 2. The market economy is a 
regulated market economy, not an unrestrained, laissez- 
faire market economy. 3. The market economic system’s 
ultimate creation requires a relatively long period of 
reform, and it is impossible to create it in a short period 
of time. For this reason, the needs of the market 
economy we speak of consist of the aforementioned 
inherent regulatory nature of the market economy and 
the unity of the socialist economic system with the limits 
of the market economy. According to the needs of the 
market economy, China should accelerate the pace of the 
following several aspects of reform: 


First, reform the system of government according to the 
needs of the market economy. China’s system of govern- 
ment was set up according to the needs of a highly 
centralized planned economic system characterized by 
direct administrative management of the activities of the 
national economy and total rejection of the market's 
proper function. Even though China’s system of govern- 
ment has been through more than 10 years of reform and 
has changed a great deal, on the whole it still has needs 
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that cannot be adapted to the market economy. As a 
result, reform of the system of government should be 
accelerated according to the needs of the market 
economy. The main elements of reform are: |. Reduce 
the scope of government according to the needs of the 
market economy, so that the functions that should be 
carried out by the market are completely handed over to 
the market and government can no longer interfere 
excessively in the market’s activities. 2. Regulate govern- 
ment departments according to the needs of the market 
economy, eliminate departments whose functions super- 
cede those of the market, and strengthen the depart- 
ments that regulate market activity. 3. Transform the 
functions of government according to the needs of the 
market economy, so that the government can shift from 
its previous direct administrative control over enter- 
prises to indirect regulation of the market economy. In 
sum, a government system that is adapted to the market 
economy should be created. 


Second, reform the economic system of state ownership 
according to the needs of the market economy. 
Reforming the economic system of state ownership 
according to the needs of the market economy does not 
mean eliminating state ownership, but rather trans- 
forming the old system of state ownership that was 
created according to the needs of the planned economy 
into a system of state ownership that can adapt to the 
activities of the market economy. Specifically, reforming 
the system of state ownership according to the needs of 
the market economy consists of: 1. Separating the man- 
agement mechanisms of the state-owned sector from 
government departments, and establishing independent 
mechanisms for managing the state-owned sector so that 
the system of managing the state-owned sector can adapt 
to the market. 2. Property relations within the state- 
owned sector must be adapted to the market economy, 
and a new distinction should be made between the state’s 
ultimate property rights and the property rights of cor- 
porate enterprises, so that property rights within the 
state-owned sector can adapt to the market. 3. Helping 
the state-owned sector change from the material form of 
ownership under a planned economy to a value form of 
ownership under a market economy, so that ownership 
in the state-owned sector can adapt to the market 
economy. 4. Helping to change from the “quantitative 
model” that dominates the state-owned sector’s planned 
economy to the “guidance model” that dominates the 
market economy, so that the dominant forces of the 
state-owned sector can adapt to the market. It is clear 
from the aforementioned points that alongside the estab- 
lishment of the market economic system, the state- 
owned sector must make changes in all areas toward 
what is beneficial to the activities of the market 
economy. 


Third, perfect the market system according to the needs 
of the market economy. The functions of the market 
economy must be carried out via a perfected market 
system. Without a perfected market system, it is impos- 
sible to establish a healthy market economic system. For 
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this reason, the market system must be perfected 
according to the needs of the market economy. During 
the past 14 years of reform, we have perfected the market 
system according to the needs of the planned commodity 
economy. From the current standpoint, the market 
system that has already been established cannot fulfill 
the needs of the market economy. The market system 
required by a market economy must: |. Have a perfected 
market system, in particular a perfected market with all 
the key elements. 2. Have perfected market mechanisms, 
and especially make full use of such market mechanisms 
as capital value and labor value. 3. Have perfected 
market components; whether it is enterprises that com- 
pose market supply or citizens who compose market 
demand, all must have standardized market behavior. 4. 
Have a perfected market system, market circulation 
system, market management system and market regula- 
tory system—-all of them healthy. 5. Have perfected 
market regulations, market turnover regulations, market 
competition regulation and market transaction regula- 
tions—all of the them complete. Because of this, we 
should accelerate the formation of the market system 
and establish a market system according to the needs of 
the market economy, according to the aforementioned 
needs of the market economy. 


Fourth, promote reform of the agricultural system 
according to the needs of the market economy. China’s 
agricultural system before the reforms reflected, in the 
most concentrated form, the needs of the traditional 
planned economy. Even though it has been through more 
than 10 years of reform and has undergone major 
changes, it still cannot adapt to the needs of the market 
economy. Therefore, alongside the development of the 
market economy, the agricuitural system must undergo 
even deeper changes. The most important change is 
having agricultural operations activities and the circula- 
tion of agricultural resources adapt to the market. In 
other words, under a market economy, agricultural pro- 
duction must become an independently operated com- 
ponent of the market. Not only must its operations 
activities accept market regulation and implement 
market choice, but its resource circulation must also be 
affected by the market. Of course, this is absolutely not 
to say that the government will abandon regulation of 
agriculture. It actually means that the government must 
still regulate agriculture under a fully developed market 
economy. However, the government’s regulation of agri- 
culture under a market economy is fundamentally dif- 
ferent from its regulation of agriculture under a tradi- 
tional planned economy, and its important characteristic 
is that the regulatory methods are adapted to the market. 
As a result, under a market economy, the important 
characteristics of the agricultural system are: agricultural 
operations activities adapt to the market, agricultural 
resource circulation adapts to the market, and govern- 
ment regulation of agriculture adapts to the market. 


The aforementioned four aspects of reform are definitely 
not the entirety of the reforms needed by the market 
economy. The market economy also needs thorough- 
going changes in the wage and job assignment system, 
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the finance system, the monetary system and so forth. 
On these aspects of reform, this article will not go into 
further detail. We listed the goals of the aforementioned 
four aspects of reform to explain that under a market 
economic system, all reforms must be continued 
according to the needs of the market economy. In other 
words, the goal of China’s economic reforms is to 
establish an econumic system with a market system as its 
foundation, and the basic direction of China’s economic 
reforms is to bring economic activity into the market. 
From this it is clear that only with the goals of the market 
economy can the lack of thoroughness in reform theory 
be overcome, the various types of obstacles in reform 
ideology be eliminated, and the continuous development 
of the reforms be promoted. Therefore, we must stead- 
fastly and thoroughly continue reforms according to the 
needs of the market economy. 


National Economy Approaching Overheating Zone 


93CE0145A Beijing JINGJI CANKAO BAO in Chinese 
18 Nov 92p 1 


[Text] According to the latest economic report issued 
monthly by the State Statistical Bureau, China’s eco- 
nomic growth remains strong, and will not slow within 
the year. Circulation of commodities has improved, but 
some problems such as resource shortages, brisk demand 
for currency in markets, and a high urban inflation rate 
have appeared and are worth following. Viewed from 
macroforecasts, it appears that China’s present economy 
is now in the zone between a yellow and red light, 
however, acceptable overall. 


Industrial growth has created an historical record. in 
October, China’s industrial output at the township level 
and above was 22.4 percent higher than last October, 
and the highest rate of the year; 3.1 percent higher than 
the previous nine month’s average. Light industry, 
driven by a growing market for consumer goods, had a 
substantial growth of 21.1 percent in October. Heavy 
industry, propelled by continued high investment, grew 
by 23.5 percent, but the coal industry suffered a decline 
of 0.4 percent because of transportation problems. Non- 
state-owned enterprises have retained their high growth 
rates. In October, collectively-owned industrial produc- 
tion increased 36 perceni, (among which village-run 
industry increased by 58.5 percent). Other types of 
industries experienced a growth rate of 54.1 percent. 
State-owned industrial enterprises showed an increase of 
12.3 percent, maintaining relatively stable growth. The 
flow between production and marketing has continued 
to improve, with sales rates of 96.73 percent for indus- 
trial products, 0.67 percent higher than last month. Sales 
rates for light industry and heavy industry are 95.5 
percent and 97.7 percent respectively. 


From January to October, China’s industrial output at 
the township level and above increased 19.7 percent 
compared with that of the same period last year. 


Enterprises’ economic efficiency has continued to 
improve. From January to September, the aggregate 
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index number of economic efficiency of China’s inde- 
pendent accounting industrial enterprises at the town- 
ship level and above was 87.74, an increase of 4.85 
percent compared with that of the same period last year. 
From January to October, state-owned industrial enter- 
prises within the budget generated 1.3 billion yuan in 
estimated profit tax, 19.1 percent higher than that of the 
same period last year, (among which realized profits 
grew by 37.3 percent). At the end of October, unprofit- 
able enterprises reduced their loss rate to 30.8 percent, 
0.5 percent lower than last month. Funds for finished 
goods was 1.3 billion yuan, 1.1 billion yuan lower than 
that at the end of last month. 


Commodity sales tended to grow, and the inflation rate 
was comparatively higher. In October, the total retail 
value of commodities within China was 94.3 billion 
yuan, a growth rate of 16.5 percent. From January to 
October, the cumulative retail value of commodities was 
880.4 billion yuan, 14.6 percent higher than that of the 
same period last year. 


In October, market prices continued to increase at a 
fairly high rate, as did the price of retail commodities 
throughout China, owing to the influence of gradual 
price adjustments meant to reflect the real value of goods 
and the increasing demand of consumer goods. In 35 
large- or mid-sized cities, worker's cost of living 
increased 0.7 percent from last month, and from January 
to October, the cost of living had increased 10.6 percent 
compared with the same period last year. However, it is 
expected that the national retail price increases can be 
held to not more than 6 percent within the year. 


Markets for the means of production continue to be 
brisk. In October, the total value of sales within China’s 
national materials production and sales was 52.4 percent 
higher than last October, with some materials still in 
short supply with high price increases. 


Investment has quickly increased. In October, state- 
owned enterprises had 4.5 billion yuan in fixed invest- 
ment, 43 percent higher than last October. From January 
to October, cumulative fixed investment rose to 28.7 
billion yuan, 37 percent higher than that of the same 
period last year. Among all fixed investment, the growth 
of renewal and renovation continued to be faster than 
investment on capital construction, with cumulative 
growth rates for the two of 41.2 percent and 32.7 percent 
respectively. Investment in commercial housing also 
continued to experience high growth, owing to the influ- 
ence of a real estate craze, with a cumulative growth rate 
of 82.8 percent. There were also many new projects 
underway. 


In addition, imports and exports managed strong 
growth. In October, China’s exports were $7.6 million, 
an increase of 23.3 percent, and imports reached $7.14 
million, an increase of 35 percent. 
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Expert Rules Out Hyperinflation in 1993 


HK2601031193 Beijing GUANGM'NG RIBAO 
in Chinese 4 Jan 93 p 4 


[Report by reporter Zhang Biyong: “Will the Wolf of 
Inflation Come in 19937"] 


[Text] In 1993, China’s economic growth rate will 
remain relatively high. Though a few years has elapsed, 
the 1988 inflation which brought great damage to the 
national economy is still fresh in people’s memories. 
Will the latent inflationary pressure materialize into 
actual inflation this year? With this question in mind, 
this reporter interviewed relevant experts in the Eco- 
ees Forecast Department of the State Information 
enter. 


Wang Yuanhong [3769 6678 7703], certified economist 
of the Economic Forecast Department, told this 
reporter: At present, most countries around t*> world 
use a price index to monitor inflation. In China, the 
general index of retail prices of the entire society was 
chosen for this purpose. In the major developed coun- 
tries in the West, a 2 to 4 percent price increase is 
generally considered “creeping inflation” and a 4 to 5 
percent increase “mild inflation.” These two ranges are 
considered stimulating to economic expansion and con- 
tributory to economic development. When the price 
increase reaches 6 to 10 percent and shows a tendency to 
exceed 10 percent within a short time, it is called “‘acute 
inflation”; when the price increase exceeds 15 percent, it 
is called “hyperinflation.” Because these two cases are 
beyond the bearing capacity of the state, enterprises, and 
individuals and cause damage to the development of the 
national economy, social stability, and the people’s 
living standards, they must be resolutely prevented. 
Today, both the international situation and the domestic 
situation urgently demand that our economy scale new 
heights in the 1990's, so keeping inflation around the 
mid-point is a scientific and rational choice. 


Cheng Jianlin [4453 1696 2651], director of the Market 
Forecast Section of the Economic Forecast Department, 
said: For the latent inflationary pressure to materialize 
into actual inflation requires the following four basic 
conditions: First, little or no price control; second, 
general demand expanding and total supply and total 
demand as well as their structure to be in a state of 
imbalance; third, the money supply exceeding the 
required amount; and fourth, a relatively big increase in 
the deficit. As far as China’s economic situation is 
concerned, the first condition is basically satisfied: In 
1993, the prices of over 90 percent of consumer goods 
and over 75 percent of production means will be decon- 
trolled and the role of market regulation will continue to 
expand. In the meantime, because the extension of credit 
and the issuance of money have been growing at a higher 
rate than economic growth for many years, a surplus of 
money supply has come into being, thus satisfying the 
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third condition to a great extent. The fourth condition is 
unlikely to appear at the moment. The key lies in the 
second condition. 


Cheng Jianlin said: Through an analysis of the tendency 
of change in the relation between total supply and total 
¢<mand in 1993, the following three scenarios are fore- 
seeable. The first possibility is: investment will continue 
to grow at a high rate; the growth in the total volume of 
commodity retail will accelerate; increases in the prices 
of production means will be passed on to consumer 
goods; improvement in the industrial structure will be 
slow as the restriction caused by bottleneck areas 
strengthens; and total supply and total demand will be 
out of balance. Therefore, the latent inflationary pres- 
sure may be released in 1993 and the rate of increase in 
the overall level of retail prices will reach around 10 
percent, producing a visible bout of inflation. The 
second possibility is: The growth in investment will slow 
down; the growth in commodity retail volume wil! 
stabilize; industrial growth will slow down somewhat 
and the improvement in the industrial structure will 
make some progress but will be restricted by bottleneck 
areas; demand will be slightly greater than supply; the 
stable increase in the demand for consumer goods will 
make it hard to release the pressure on enterprises 
caused by rises in production costs; and the rate of 
increase in the overall level of retail prices will be around 
7.5 percent. The third possibility is: Thc increase in 
investment will slow down considerably; the rate of 
increase of social commodities will be slightly reduced; 
the pace of industrial growth will slow down, while 
bottleneck restriction will ease; supply and demand will 
be basically balanced and their structure will somewhat 
improve, though the balance in terms of revenue 
increase will be less good; and the rate of increase in 
retail prices will be around 6.5 percent. No matter which 
scenario comes true in the end, prices will not go up at a 
rate comparable to 1988. Therefore, we may conclude: 
Serious hyperinflation will not occur in 1993. 


Article Stresses Enterprises’ Role in Market 


OW1701100293 Beijing XINHUA Domestic Service 
in Chinese 0248 GMT 16 Jan 93 


{Article by XINHUA reporter Xiao Lin (5135 2651): 
“Who Will Play the Lead Role in the Market?— 
Reporter’s Notes on Changing Enterprise Mechanisms’’] 


[Text] In implementing the “Regulations Governing the 
Change of Operating Mechanisms in State-Owned 
Industrial Enterprises,” a significant number of enter- 
prises have encountered a question of practical signifi- 
cance: Who is the protagonist in the marketplace? 


An enterprise has no decision-making powers whatso- 
ever over its plans to launch a cooperative venture with 
an overseas business concern and to determine the time 
for holding talks, signing an agreement, and releasing the 
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news to the public. It has to follow the arrangements 
made by the higher levels and can only play an auxiliary 
role. 


When several enterprises want to form a joint stock 
company, some government departments—from the dis- 
trict to the city level—want to have a piece of the action 
as interested parties, want to participate in project 
research, or seek outright board chairmanships. These 
events have given enterprises the jitters. 


Consequently, the enterprises find themselves in a 
dilemma: Those who have the final say are not respon- 
sible, whereas those who are responsible cannot have the 
final say. Is the enterprise or the government responsible 
for the final results of a joint venture? The government 
still oversteps its authority and meddles in enterprise 
affairs, which still rely on the former for a future. Who 
will explain what happened to the shareholders if an 
enterprise incurs losses? If this situation continues, 
enterprises cannot possibly become the key players in the 
marketplace. 


These frequent occurrences are disturbing. Because the 
government has not completely confined itself to coor- 
dinating relations and exercising overall management, 
some foreign business people and enterprises have the 
misconception that government officials still have the 
final say in enterprises’ matters. As a result, government 
officials are slowly reassuming those powers over trans- 
actions and talks on cooperation which should be con- 
ducted by enterprises. It is understood that the roles of 
the government and enterprises were virtually reversed 
during a recent round of regional trade talks. While 
enterprise personnel were busy receiving visitors at the 
counter and treating their guests to meals, their prospec- 
tive partners bypassed them to hold talks with govern- 
ment workers on cooperating with the enterprises. One 
can imagine how the situation turned out. 


Some people in economic circles have said: The con- 
tinuing existence of supererogation during the course of 
implementing the “Regulations Governing the Change 
of Operating Mechanisms in State-Owned Industrial 
Enterprises” shows that some local governments have 
not really taken the separation of government and enter- 
prise functions as an important task of changing the 
mechanisms of enterprises. They even misunderstand 
the government's functions of regulating and controlling 
the overall economy and criticizing its service-oriented 
functions. In reality, only enterprises should play the 
lead roles in the market economy. 


Journal on Contract Management Survey 


HK0701151593 Beijing JINGJI GUANLI 
in Chinese No 10, 5 Oct 92 pp 19-22 


[Report of Investigation by the Institute of Reform and 
Development under the Research and Development 
Company of the Shoudu Iron and Steel Works and the 
Investigation and Research Department of the China 
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Industrial Economy Association: “Contract Manage- 
ment Remains Effective System To Enliven Enter- 
prises—Survey of Contract Management in Enterprises 
in 15 Provinces and Cities”] 


[Text] Recently, we conducted a survey of enterprises in 
15 provinces and cities where contract management was 
carried out. These provinces and cities included Hebei, 
Shandong, Henan, Shanxi, Shaanxi, Sichuan, Jilin, Lia- 
oning, Beijing, and Tianjin. The survey shows that in all 
of these places, a good number of enterprises have 
achieved steady growth thanks to correct implementa- 
tion of the contract system of management responsi- 
bility. Practice shows that contract management is an 
effective means of enlivening enterprises. 


1. The contract system can enliven enterprises, thereby 
enabling the state to increase revenue, enterprises to 
retain more profits, and staff and workers to increase 
their income. 


This survey covered 64 enterprises and 13 trades, 
including the metallurgical, mechanical, electrical, 
chemical, automotive, building materials, textile, phar- 
maceutical, and food processing industries. With the 
exception of one enterprise which opted to pay tax and a 
percentage of profits, all the remaining 63 enterprises 
have been practicing various forms of the contract 
system for the past two years. Among these, 58 either 
practiced a system of progressive increase of profit 
contributions or payment of profits and taxes, or a 
system whereby they could retain all profits in excess of 
the fixed base figures, while the other five practiced a 
system whereby they could keep a percentage of the 
above-quota profits. Most contracts cover a minimum 
period of four years. Statistics taken from these 63 
enterprises show steady increases in five economic indi- 
cators, namely, profits and taxes realized, profits and 
taxes handed over, profits retained, income of staff and 
workers, and fixed assets. In spite of adversities in recent 
years, 48 enterprises, or 76 percent of the total, still 
recorded increases. Fifteen enterprises, or 24 percent of 
the total, reported fluctuations or varying degrees of 
decline in certain economic indicators when the overall 
economic environment deteriorated in the past two 
years. Among these 15 enterprises, although three suf- 
fered losses or fell victim to natural disasters, the 
remaining 12 still performed better than the other enter- 
prises in their respective areas despite their declines. All 
this shows that contract management can significantly 
enliven enterprises and increase their ability to with- 
stand risks. 


The survey shows that some enierprises have recovered 
from stagnation since switching to contract manage- 
ment. The enthusiasm of their staff and workers is 
soaring like never before and their economic perfor- 
mance has registered significant annual improvements. 
They are handing over twice as much profits and taxes as 
before and they are obviously better prepared for future 
development. For example, the Anyang Iron and Steel 
Company in Henan started contract management in 
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1980. With a net loss of 150 million yuan over the 21 
years prior to contract management, this company was 
considered a “burden too heavy for anyone to shoulder, 
a hollow too deep to be filled.” Now, 12 years after 
switching to contract management, its steel output has 
soared to 1.17 million tons from 370,000 tons. It has also 
achieved a |2-fold growth in profits and taxes realized, 
an eight-fold growth in profits and taxes handed over 
(accounting for more than half of the revenue of Anyang 
City), and a 3.6-fold increase in the income of staff and 
workers. The fixed assets increased by 600 million yuan. 
The combined total of revenue handed over and the 
newly-acquired fixed assets of this company are six times 
those prior to contract management. 


The heart-warming news is that some small local facto- 
ries have developed into large “backbone” enterprises in 
various localities or in the whole country through con- 
tract management. For example, the Quanjiao Diesel 
Engine Plant in Anhui used to be a small county-run 
farm implement plant with fixed assets worth less than 5 
million yuan and annual profits of no more than 70,000 
yuan. Since switching to contract management in 1987, 
its production has been devcloning by leaps and bounds 
and its performance has seen significant improvement as 
it can now retain all surplus profits after contributing to 
the state at a progressive rate. In less than five years, it 
has become a leading enterprise manufacturing small 
diesel engines. Compared with 1986, prior to contract 
management, profits and taxes realized increased by 56 
times from 540,000 yuan to 31.1 million yuan in 1991. 
Profits realized soared by 402 times from 67,000 yuan to 
27.06 million yuan; profits and taxes handed over 
increased by 245 times from 26,700 yuan to 6.57 million 
yuan; profits retained by the plant increased by 87 times 
from 67,000 yuan to 5.98 million yuan; and the original 
value of fixed assets increased by 16 times from 4.99 
million yuan to 84.48 million yuan. Take the Yizheng 
Automotive Plant in Jiangsu, as another example. In the 
past, it was no more than an auto repairs and assembly 
plant. Since switching to contract management in 1987, 
it has been making use of its own funds to expand and 
develop through constant technological transformation. 
With its completion of China’s largest production line 
for hard-top jeeps in 1990, its output of popular cross- 
country cars increased by 100-fold from 102 in 1986 to 
10,268 in 1991. Production is likely to double this year. 
Today, it is a rising star in China’s auto industry. 


2. Contract management can enliven enterprises if the 
contract system is correctly implemented and if enter- 
prises are appropriately levied under the policy of “‘let- 
ting enterprises keep their wealth.” 


Since switching to contract management, some localities 
and enterprises have been enlivened and have made 
swift development mainly because they have correctly 
implemented the contract system and the policy of 
“letting enterprises keep their wealth.” Because enter- 
prises are able to retain all or a large share of the suiplus 
profits after contributing a fixed percentage to the state 
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under this policy, and thanks to a stable external envi- 
ronment and distribution pattern between the state and 
enterprises, the enthusiasm of enterprises to increase 
revenue through increased production is greatly aroused. 
Enterprises are encouraged to increase their accumula- 
tion of funds for expansion under a policy of “earn more, 
keep more.” During the first round of contract manage- 
ment, Jining City in Shandong came up with a policy of 
“using taxation tc ensure revenue and using retained 
profits to enliven enterprises” after a general settlement 
of scores. By persistently adhering to a policy of “one 
concession, two no-concessions” (that is, appropriately 
making concession in respect of base figures and progres- 
sive rates of profit contributions, to enable enterprises to 
retain more, but making no concession whatsoever in 
respect of the targets for realized profits and for invest- 
ment in technological transformation), the vitality of 
enterprises is greatly enhanced. Between 1987 and 1990, 
profits realized by industrial enterprises in the whole city 
increased at an average annual rate of 20 percent and 
investment in technological transformation totaled 1.54 
billion yuan, equivalent to four times the total invest- 
ment in production during the Sixth Five-Year Plan. The 
number of large at.d medium enterprises also soared 
from two to 60. Luohe City in Henan had a very feeble 
industrial foundation to start with. Proceeding from the 
concept of “using taxation to ensure revenue and using 
retained profits to enliven enterprises,” the city author- 
ities adopted a policy of “contract management with a 
low base figure and a progressive rate of contribution 
while allowing enterprises to retain all surplus profits” 
during the first round of contracting. Profits retained by 
industrial enterprises in this city increased from 7.94 
million yuan in 1986, before the switch to contract 
management, to 20.37 million yuan in 1990. The orig- 
inal value of fixed assets also increased from 187.3 
million yuan to 392.4 million yuan. More than 300 
million yuan were spent on the technological transfor- 
mation of some 170 key projects. The city thus achieved 
an economic leap. A few years ago, the departmert in 
charge of enterprises in Tianjin raised the base figures 
for contract management at random in an effort to 
alleviate financial difficulties. This reduced the enthu- 
siasm and development potential of enterprises. The 
Tianjin Municipal Government conscientiously 
summed up the lessons learned from this episode and 
resolved to “enliven enterprises by adopting a more open 
policy and allowing enterprises to retain more for their 
expansion” from the second half of 1991. A total of 117 
large and medium enterprises were organized into trying 
out the reform and the base figures and progressive rates 
of profit contributions were reappraised. It was resolved 
that base figures, once fixed, would remain unchanged 
for three years. During this period, the targets for profits 
realized and profits handed over were reduced in pro- 
portion to the depreciation fund, fund for the develop- 
ment of new products, supplementary circulating funds, 
and subsidies paid to cover adjustments in grain and oil 
prices, which were drawn in accordance with relevant 
stipulations. Within two months, the year-long decline in 
the performance of industrial enterprises was brought to 
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a halt. Compared with the previous year, profits realized 
by the 117 pilot enterprises in 1991 showed an average 
growth of 21.23 percent and an additional 192 million 
yuan were drawn for various special funds. Enterprises 
showed the first signs of reinvigoration. 


During the survey, it was discovered that some localities 
or departments in charge of enterprises only cared about 
immediate interests. Since they regarded contract man- 
agement merely as a means of increasing short-term 
revenue, they either increased levies and charges on 
enterprises or raised the base figures for profits handed 
over as they thought fit; or fixed the base figures or 
progressive rates for profit contributions at an unrealis- 
tically high level, making it difficult for enterprises to 
fulfill their contract terms. During its period of contract 
management between 1987 and 1991, the Fushun Steel 
Plant in Liaoning increased its realized profits and taxes 
by 113 percent from 9°.1 million yuan to 211.42 million 
yuan. However, during the same period, profits and 
taxes handed over increased by 139 percent from 76.05 
million yuan to 181.89 million yuan due to increased tax 
types, higher tax rates, and other factors. This was more 
than double the average annual figure three years prior 
to contract management. The average level of profit 
retention dropped from 11.68 million yuan three years 
before contract management to 8.564 million yuan, 27 
percent below the average three years before contracting. 
The Lianyuan Iron and Steel General Plant in Hunan 
started contract management in 1979, undertaking to 
hand over profits at a progressive rate. Initially, the base 
figure was fixed at 5 million yuan, to be increased at an 
annual rate of 12 percent. In 1984, the base figure was 
readjusted to 12.5 million yuan, to be increased at an 
annual rate of 7 percent. In 1986, the base figure was 
further readjusted to 20 million yuan, to be increased at 
an annual rate of 10 percent. Between 1984 and 1990, 
the plant achieved a .6 percent annual growth in realized 
profits and taxes and a 19.6 percent annual growth in 
profits and taxes handed over. However, its profit reten- 
tion dropped from 67.23 million yuan in 1986 to nothing 
in 1990. The plant thus found itself in straitened circum- 
stances. The situation in these two enterprises only 
improved after switching to total contract management 
which covered both input and output in 1991. 


During the second round of contracting, enterprises 
encountered much harsher conditions than before due to 
such reasons as price hikes and heavy levies. In 1991, the 
ratio between taxes and profits in the realized profits and 
taxes of state industrial enterprises covered by the 
budget increased from 53:47 in 1988 to 81:19, leaving a 
very narrow profit margin for enterprises. In the early 
stage of the second round of contracting, some localities 
raised the base figures of contracts under the influence of 
an erroneous guiding ideology. Sources indicate a 5.5 
percentage point increase in the average level of base 
figures in the second round of contracting compared 
with the first, with Beijing, Tianjin, and Hunan showing 
a 10 percent increase, and Xianfan, Jingzhou, Yichang, 
and Yuxi registering a 20 percent rise. For some enter- 
prises, the increase was as high as 30 percent. In 1991, 
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per capita profit retention was only 400 yuan, “ot even 
enough to cover the necessary bonus and welfare pay- 
ments. Under the circumstances, it was necessary for the 
financial departments to appropriately lower the tax 
rates and reduce the base figures of contracts or the 
progressive rates of increase in profit contributions. This 
gave enterprises a respite so they could make an early 
recovery. During the first round of contracting, the 
financial department of Jining City in Shandong nomi- 
nally conceded profits amounting to 320 million yuan to 
enterprises. However, its contribution to state revenue 
still increased from 258 million yuan in 1986 to 637 
million yuan in 1990, or a total of 1.5 billion yuan over 
a four-year period. For every yuan of profit concession 
made in name to enterprises, the financial department of 
Luohe City in Henan was able to increase state revenue 
by two yuan, increase profits by 1.3 yuan, and increase 
state-owned assets by 4.4 yuan. This outstanding result 
was sometimes referred to as “minus one and add 7.7.” 


Examples, both positive and negative, amply prove that 
in order to uphold and improve the contract system, we 
must take “letting enterprises keep their wealth” as the 
guiding ideology. They also prove that financial depart- 
ments cannot engage in short-term activities and cannot 
work for immediate increases in revenue alone. 


3. Several suggestions on upholding and improving the 
contract system. 


In order to accelerate reform and opening up, some 
localities have put forward policies for enterprise reform, 
such as trying out the shareholding system and a system 
whereby enterprises pay tax plus a percentage of profits 
as practiced in foreign-funded enterprises. However, 
state enterprises, which account for more than 90 per- 
cent of the total number of enterprises, are still prac- 
ticing various forms of contract management. Objec- 
tively speaking, policies for foreign-funded enterprises 
are not universally applicable to state enterprises, while 
the shareholding system and the system of paying tax 
plus a percentage of profits are still in the expezimental 
stage and cannot be popularized on a large scale in the 
foreseeable future. For a considerable period to come, 
the contract system will be the main form of manage- 
ment for state enterprises. Thus, resolving to uphold and 
improve the contract system should be the principal task 
in our efforts to further enliven enterprises. 


A. We must stabilize the policy of contract management. 
When policies are stable, people can set their minds at 
rest. In the rural areas, people begin to feel reassured and 
their enthusiasm for labor can stand the test of time only 
after it has been made clear that the policy of contract 
management will remain unchanged for 30 years. Two 
years ago, people became quite confused in the course of 
urban reform because of frequent policy changes. One 
minute it was publicized that the separation of taxation 
and profit contributions was the direction of reform; the 
next minute it was announced that the contract system 
would definitely be superseded by the shareholding 
system; and another minute later it was publicized that 
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the “smashing of the three irons” was the way to enliven 
enterprises. As a result, old methods lost their effective- 
ness while new ones have yet to prove their worth. The 
Shandong Provincial Government, on the other hand, 
persisted in proceeding from the actual conditions 
regardless of what was being publicized. They unswerv- 
ingly upheld and improved the contract system and 
clearly stipulated that this policy would remain 
unchanged. Their persistence produced great results and 
Shandong was one of the provinces which has seen the 
fastest economical development in the past two years. At 
present, some localities have extended the term of con- 
tract management to 10 years. The longer the term of 
contract management, the less apprehensions enterprises 
will have. They can be counted on to make a great effort 
to improve the system so as to produce good results. 


B. We must uphold the method of contract management 
by all personnel. Staff and workers are the masters of 
enterprises. In the preceding stage, the majority of enter- 
prises practiced contract management by the manager or 
the leadership collective, leaving the staff and workers, 
who constituted the mainstay, out in the cold and 
thereby creating an antithesis between those above and 
those below. This is an important reason why some 
enterprises failed to produce good results in contract 
management. The premise of contract management by 
all personnel is that the state must truly delegate to 
enterprises the responsibilities and rights due to them as 
independent commodity producers, so that the staff and 
workers of enterprises can be masters of their own 
affairs. Enterprises, for their part, must pass on to every 
workshop, group, and individual staff member and 
worker the contract tasks handed down by the state, the 
operational targets, and the rights delegated by the state 
in accordance with the principle of the combination of 
rights, responsibilities, and interests. They must estab- 
lish a perfect system of internal contract management 
while improving and strengthening systems of demo- 
cratic management, democratic decisionmaking, and 
democratic supervision by staff and workers to provide 
the necessary institutional assurance for the rights of 
staff and workers as masters of their own affairs. Only 
this kind of contract system can produce great power. 


C. We must ensure fulfillment of fixed base figures. The 
idea of contract management is to give enterprises pres- 
sure and drive through fixing the base figures. Fixed base 
figures alone can produce great pressure, sufficient drive, 
and strong incentive. Fixed base figures have two impli- 
cations: First, it means that the state must create a 
relatively stable external environment for enterprises 
and must fully take the tolerance of enterprises into 
account when introducing reform of the pricing, taxa- 
tion, wage, and social security systems and carrying out 
macrocontrol so as not to impose excessive burdens on 
enterprises. Second, it means that once the relations of 
distribution between the state and enterprises are fixed, 
the state cannot attempt to cut the profit share of 
enterprises by introducing new tax types or increasing 
the tax rates, while enterprises must hand over the 
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stipulated amounts of taxes and profits even if it means 
they have to pay out of their own accumulated funds. At 
present, some localities have adopted the mzthod of 
overall contracting for profits and taxes, or total contract 
management which covers both input and output. This is 
an effective means of fixing the base figures of profit 
contributions and is very useful in enlivening enterprises 
under the present circumstances. Enterprises which the 
state must urgently develop and those with heavy tasks 
of technological transformation must be given encour- 
agement and support in adopting this form of contract 
management wherever possible. 


D. We must strive to change the functions of the gov- 
ernment. The contract system essentially means 
resorting to mechanisms of incentive and constraint to 
arouse and bring into play the enthusiasm and creative- 
ness of staff and workers. If the functions of the govern- 
ment remain unchanged, enterprises will not have the 
power or financial means necessary to create wealth and 
supporting internal reforms cannot be carried out. In 
order to change the functions of the government, we 
must first of all effect a change of concept, replacing the 
product economy concept and the concept of thinking in 
terms of self with the market economy concept and the 
concept of serving the enterprises. Second, we must 
strive to streamline administration, increase efficiency, 
reduce the burdens of enterprises, and create a more 
fiexible external environment for enterprises. Last, we 
must improve the methods of macrocentrol. Instead of 
directly intervening in the management of enterprises as 
was done in the past, we should concentrate on macro- 
economic planning and ensure a proper balance between 
major sectors. We should resort to economic means to 
regulate and control enterprise activities and give enter- 
prises a free hand under the mechanism of the contract 
system. 


On Perfecting Contract Management System 


HK0801150093 Beijing JINGJI GUANLI in Chinese 
No 10, 5 Oct 92 pp 16-18 


[Article by Yuan Baohua (5913 1405 5478): “Perfecting the 
Contract System; Promoting Enterprise Transformation”] 


[Text] The implementation of the contract management 
system is a significant reform of the enterprise opera- 
tional mode. Practice has proved that the contract man- 
agement system with Chinese characteristics suits the 
needs of the development of the productive force at the 
primary stage of socialism. It has been playing an 
extremely important role in reforming the highly central- 
ized system of planned economy, mobilizing the enthu- 
siasm of both the enterprises and their staff and workers, 
further enlivening state-owned enterprises—especially 
the large and medium-sized ones—and developing social 
productive forces. 


We should proceed from our national conditions and 
from the premise that more than 90 percent of our 
state-owned enterprises will practice the contract system, 
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sum up the practical experience of these years, and 
explore a new way to transform effectively the enterprise 
operational mechanism under the new situation of accel- 
erating reform and opening up. It is true that the 
separation of the functions of the government from those 
of enterprises and the divorce of ownership from man- 
agement are the prerequisite for the transformation of 
the enterprise operational mechanism and the general 
character, but as for the concrete operationai forms, 
there are various kinds, and the contract system is only 
one of them. The contract management system is to 
define in the form of contract the responsibility, the 
right, and the interest between the state and enterprises 
during the contract period, to turn enterprises into a 
relatively independent entity responsible for their own 
decisions about operation, and to realize with great 
effort the set objective of its operation and management. 
The contract system directly links the economic interests 
of the enterprise and its staff members to the enterprise 
operational results, therefore encouraging ‘he enterprise 
and its staff members. The shareholding system is a kind 
of asset structural formation, a practical form of owner- 
ship. It found a better solution to the issues such as the 
separation of the functions of the government from those 
of enterprises and the responsibility of the enterprises for 
not only their own profits, but also losses. The system 
whereby enterprises pay tax plus a percentage of profits 
is an Operational form characteristic of standardizing the 
relationship between the state and the enterprise inter- 
ests. The introduction of the management system of 
foreign-funded enterprises is also a way to transform the 
operational mechanism. However, as far as most of the 
state-owned enterprises are concerned, special efforts 
should be made in improving the contract system and 
the transformation of enterprise operational mechanism 
by promoting what is beneficial and abolishing what is 
harmful. 


The vitality of the contract system lies in the fact that it 
is in conformity with our national conditions as well as 
the basic requirement for the transformation of the 
enterprise operational mechanism. It can be said that the 
contract system has actually taken the lead in promoting 
the transformation of the enterprise operational mecha- 
nism, the separation of the functions of government 
from those of enterprises, and the divorce of ownership 
from management, formed an effectively encouraging 
mechanism for the enterprises. The contract system has, 
at the same time, promoted the development of market 
economy and the growth of entrepreneurs. From this 
analysis we may say that the contract system and the 
transformation of enterprise operational mechanisms 
complement and promote each other. 


The contract system joins the macro-economic target to 
micro-economic vitality. The most important responsi- 
bility of an enterprise after being contracted is to guar- 
antee, on the basis of the implementation of autonomy, 
the growth of financial income and the rational increase 
of the value of national assets, to handle correctly the 
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interests between the state, the enterprise, and individ- 
uals by linking the interests of the enterprise and its staff 
members to both its economic efficiency and its contri- 
butions to the state so as to stimulate the enterprise and 
its staff members to further efforts in overcoming diffi- 
culties and attaining the set objective of its operation 


and management. 


The contract system is still in its development, so it is 
natural for one to see that it has this cr that kind of 
imperfections, such as the problem of contractual base, 
the responsibility of the enterprise for only their benefits 
but not their losses, the short-term action and abuse of 
the retained profits in some enterprises, etc. As a matter 
of fact, these problems can all be solved by deepening the 
reform and gradually perfecting the market condition, 
and we must on no account negate the contract system 
only because it has some imperfections. In the mean- 
time. we should make a concrste analysis on the prob- 
lems existing in enterprise contract operation and man- 
agement. We will find that some of the problems are 
brought about by the imperfections of this system, while 
others have no certain connections with it. It is not only 
unfair to attribute without distinction all the problems to 
this system, but also favorable for the solution to these 
problems. 


Special attention must be paid to the following issues in 
order to perfect the contract management system and 
promote the transformation of the enterprise operational 
mechanism: 


First, concentrate our strength on studying and 
researching the way to perfect the contract system rather 
than waste our energy in arguing as to which is superior 
to the other—the contract system or the system whereby 
enterprises pay tax plus a percentage of profits. Comrade 
Xiaoping said stop arguing. To stop arguing is to seize 
the time. To be engaged in arguing is to waste our time, 
to make things much more complicated without suc- 
ceeding in anything. We should stop arguing but be 
courageous to experiment and break a new path. The 
contract system, as one of the management systems of 
our state-owned enterprises, should be “‘maintained and 
perfected” according to the guiding principle of the CPC 
Central Committee, and the experiment on the system 
whereby enterprises pay tax plus a percentage of profits, 
and on the shareholding system, should also continue to 
be adhered to. As there are hundreds and thousands of 
state-owned enterprises, it is impossible to have them 
done in only one system. Arguing all the time is surely to 
have an adverse effect on the deepening of our reform. 
“Genuine knowledge comes from practice.” Practice is 
most convincing, so it is better to let practice make its 
conclusion. 


Second, perfect the contract management system, with 
the “Enterprise Law,” “Regulations for Contracts,” and 
“Regulations for Transformation of the Enterprise Man- 
agement Mechanism” as the legal basis and the norm of 
practice. At present we should, on the basis of strictly 
enforcing the second round contracts, further implement 


ECONOMIC . 


the enterprise operational autonomy and improve the 
reform of the enterprise personnel system, labor system, 
and internal distribution system in light of putting into 
effect the “Regulations for the Transformation of the 
Enterprise Management Mechanism.” Timely sugges- 
tions are welcomed to improve the methods that are not 
altogether perfect. Take the current personnel labor 
contract system for example, though it provides the staff 
and workers with more freedom to change their jobs, it 
could be a bondage for the enterprises, unfavorable for 
the maintenance of a relatively stable working team and 
the training of professional technicians. In short, we 
must act up to the law and see to it that where there is a 
law, it is obeyed. This is of key importance for the 
perfection of the contract system ~nd for the transfor- 
mation of the enterprise management mechanism. 


Third, to perfect the enterprise management mechanism, 
we should study the issue of distribution, and more 
importantly, study and try to solve the problem that 
enterprises have only encouragement and no restraint in 
their production and management. The contract system, 
on the basis of state ownership, is to increase the 
enterprise management responsibility, integrate respon- 
sibility closely with right and interest, and define clearly 
the responsibility, right, and interest between the state 
and enterprises by means of the restraint of profits. 
Therefore, the contract system is not limited only to the 
distribution of profits; otherwise, it is difficult for us to 
overcome the drawbacks such as the “short-term action” 
and the “abuse of retained profits’’ found in a small 
number of enterprises. 


The central task in perfecting the contract system lies in 
the perfection of enterprise management and operational 
responsibility to increase the real strength of the enter- 
prise together with the staying power for its development 
and to strengthen the enterprise restraint mechanism. 
The “Regulations for the Transformation of the Enter- 
prise Management Mechanism” promulgated by the 
State Council stipulates: To strengthen the enterprise’s 
responsibility for “self-supplementation to fulfill prof- 
its,” the contracting enterprises that fail to fulfill the task 
of profit delivery should make a supplementary delivery 
with their risk mortgage money, payroll reserve, and 
retained profits after tax. This is one of the measures to 
strengthen the restraint of profits. As for the concrete 
form of contracted management, it should be decided in 
line with the different conditions of different regions, 
trades, and enterprises and no uniformity should be 
imposed since conditions vary from place to place. 
Though we advocate “two guarantees and one link-up,” 
we will, by no means, rule out some other practical and 
effective contract forms such as “four contracts, four 
guarantees, and two link-ups,” the overall contract of 
both investment and output practiced in the electric 
system. In a word, so long as the form is favorable for 
arousing the enthusiasm of the enterprise and its staff 
and workers, promoting the transformation of enterprise 
management mechanism, and increasing the economic 
efficiency of the enterprises—in shori, so long as it is 
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favorable for the development of productive forces—it 
should be supported and encouraged whatever form it 
may be. 


Fourth, study and decide rationally the base for con- 
tracts and improve further the contract quota system, 
making it more scientific and regular. We should inten- 
sify the “hard target,” such as profit taking, the invest- 
ment for technical reform and safety in the contract, but 
also the “‘soft target,” such as the cultural and ideological 
progress of the enterprise. For instance, some rationally 
quantified indices concerning the increase of the polit- 
ical and professional quality of the leading body and the 
staff and workers should be clearly specified to adapt the 
enterprise political and ideological work to the develop- 
ment of the new situation, seeing to it that we are 
working for material, cultural, and ideological progress. 


The key scientific aspect of the contract system lies in the 
fact that the base of the contract is scientific and 
rational. Once the scientific and rational base is brought 
into the contract system, it should be contracted defi- 
nitely. Only by shutting out the external interference 
with the clearly defined base of contract can we not only 
bring out a better result, but also help avoid the tendency 
of “whipping the fast ox,” or the tendency of protecting 
the backward. To promote the rationalization of the base 
of contract, we should further propagate and spread 
some of the better approaches from other places, such «s 
evaluation of capital profits, tax rates, and the asset 
value added index, etc. We should sum up conscien- 
tiously the new experience and new approaches in order 
to adapt ourselves to the new situation and to solve the 
new problems. 


Fifth, attach more importance to the training of profes- 
sional management and bring up a mighty contingent of 
entrepreneurs. Since the reform and opening up, a large 
number of young and middle-aged cadres have been put 
in the leading posts of enterprises; some of them have 
made positive contributions and become excellent man- 
agement and operational experts. However, some of 
them have been transferred to party and government 
Organizations, and some are near the age of retirement. 
These cadres are now generally full of vigor and rich in 
management experience, and in addition, they are more 
mature politically. Their transference or retirement 
according to rules and regulations in force is, either to 
the state or to the enterprises, a kind of loss. We suggest 
that the rules and regulations concerning the retirement 
age of the factory directors and the managers of the 
enterprises be amended properly for the interest of 
cultivating a mighty contingent of entrepreneurs. We 
should also consider the relationship between the time 
limit of the contract, the tenure of the factory director or 
manager, and the age requirement of the manager or 
general manager’s retirement. In sh-rt, to extend prop- 
erly the term of the contract and the tenure of the 
manager or factory director is extremely important to 
both the perfection of the contract system and the 
cultivation of a contingent of entrepreneurs. 
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Sixth, to perfect the contract system, we should either 
adhere to the set principle of macro-control and micro- 
relaxation or, more importantly, improve in real earnest 
the duty and responsibility of the government for the 
enterprises. Governments or competent authorities at 
different levels as the issuer of contracts should square 
their conduct in real earnest and make real efforts to 
serve the enterprises in doing a better job of contracted 
operation and management while promoting actively the 
transformation of government function. Meanwhile, 
under the precondition of strengthening the enterprises’ 
internal self-restraint mechanism, we should intensify 
supervisory systems such as administrative supervision, 
legal supervision, an¢ auditing supervision. Factory 
directors should maintain the system of economic 
responsibility auditing and the system of assessment at 
regular intervals or before leaving his or her post in order 
to discover problems and solve them in time. 


Seventh, to perfect the contract system we must solve the 
problem of “allowing the contract system to act as man- 
agement” found in a small number of enterprises, help the 
contracting enterprises heighten their operational and 
management consciousness, concentrate our efforts on 
management, and raise efficiency by improving manage- 
ment. Nowadays, some of the enterprises are inclined to 
look outside, expecting that the state would give them 
more right and interest, without noticing where their own 
potential lies. To create efficiency by improving manage- 
ment is not empty talk, and there does exist a surprising 
disparity between the well-managed and the badly- 
managed enterprises, with the principal economic indica- 
tors of some industries one, or even several times apart 
from each other. So we say that it is by no means empty 
talk to create efficiency by improving management. We 
should turn “allowing the contract system to act as man- 
agement” into “using the contract system to promote 
management” and perfect the contract management 
system with our strict management. 


Reforming Government Organizations 


HK3012063392 Beijing JINGJI GUANLI in Chinese 
No 9, 5 Sep 92 pp 62-64 


[Article by Yan Kai (0917 0418): “Suggestions on 
Reforming Government Organizations’’] 


[Text] I. Reforming Government Organizations and 
Changing Government Functions Have Become Current 
Pressing Tasks 


Present government economic management functions 
are copied from the mode of the former Soviet Union, 
and they are designed according to the mode of a product 
economy in which enterprises are under the direct con- 
trol of government organizations. Thus, government 
Organizations will inevitably swell with increases in 
enterprises and expansion of trades. Over-staffed orga- 
nizations, numerous Officials, low efficiency, and serious 
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bureaucracy were rarely seen in the past. The contradic- 
tion between such unwieldy administrative organiza- 
tions and the development of the socialist commodity 
economy has become a major contradiction affecting the 
growth of social productive forces. The staff of China’s 
government organizations, plus the employees of outside 
establishments and staff members of various production 
companies total over 40 million people. The staffs of 
government organizations in 1989 doubled that of 1980. 
Of permanent departments under the State Council set 
up by the First National People’s Congress in 1954, 
economic management departments accounted for over 
two-thirds, and industrial departments directly in charge 
of enterprises also accounted for over two-thirds of the 
economic management departments. The proportion of 
these two “‘two-thirds’”” have remained basically 
unchanged. Economic management departments are too 
meticulous in division of labor, and cumbersome in 
administrative structure. The Ministry of Communica- 
tions, Commerce, and Industries of Japan takes charge 
of industries, commerce, foreign trade, foreign economic 
cooperation, material goods and energy, small and 
medium-sized enterprises, industrial technology, pat- 
ents, etc. However, there are over 20 ministerial level 
organizations in China undertaking the above functions. 


As a result of overstaffed government organizations, 
there have been sharp increases in administrative and 
public undertaking expenditures in the last 10 years. 
This problem has already aroused social attention. 
According to the statistics of the Ministry of Finance, 
China’s administrative and public undertakiug expendi- 
tures in 1980 were 40.4 billion yuan, and by 1990 they 
amounted to over 140 billion yuan, a 2.5-fold increase, 
far higher than the increase margin in financial revenue 
and expenditure, and this put a heavy burden on state 
finances. To maintain the huge spending of government 
Organizations, which increase year after year, the state 
will inevitably increase burdens on enterprises, espe- 
cially those on large- and medium-sized enterprises of 
ownership by the whole people, which makes it difficult 
for them even to maintain simple production. At 
present, industrial enterprises owned by the whole 
people all over China find it very difficult even to pay 
workers and staff's medical expenses and their nonstaple 
food and grain price subsidies from retained profits. 
Evidently losing and potentially losing enterprises 
account for over two-thirds of all enterprises, and enter- 
prises have reached a point that they can hardly bear 
heavy burdens. Moreover, it is also the root cause for 
corruption to continue carrying out a highly centralized 
management system under the circumstance of a com- 
modity economy, which seriously affects the party’s 
prestige among the masses. Overstaffed government 
Organizations, vested with too much power, not only 
impede the growth of the economy, but also become 
resistant to reform. It is high time to carry out reform. 


China has made a first move in economic system reform, 
and practice has proved that it is successful. With 
economic reform being carried out, the necessity of 
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political system reform is clearly displayed. Comrade 
Deng Xiaoping pointed out: With regard to the obstacles 
encountered in economic system reform, “the important 
thing is that the political system does not suit the 
requirement of economic system reform. Therefore, 
without carrying out reform of the political system, it is 
impossible to safeguard the fruits of economic system 
reform, and impossible to push it forward.” We believe 
that to implement Comrade Deng Xiaoping’s several 
important talks this year and to quicken the pace of 
reform and opening-up and the pace of economic con- 
struction, we should regard government organization 
reform, government functions transformation, and 
better troops and simpler administration as break- 
throughs for deepening reform, integrate economic 
system reform with political system reform, and enable 
them to complement each other. As long as China’s 
political system reform is carried out according to the 
requirement of economic system reform, and carried out 
under the strong leadership of the party, no big problem 
will appear, and China will surely open a new situation 
in reform and opening-up and economic construction. 


II. How To Reform Government Organizations After All 
To sum up, there are three trains of thought: 


First, changing government functions according to the 
requirements of the development of a commodity 
economy and separating the functions of the government 
from those of the enterprise. Government organization 
reform in the past meant that the more reforms were 
carried out, the more overstaffed government organiza- 
tions became. The key lay in the fact that the highly 
centralized system of planned economy was not touched 
upon, and the government’s economic function of direct 
control of enterprises was not changed. Now, more and 
more people are realizing that to change the enterprise 
operational mechanism, it is necessary to change govern- 
ment functions. The voice of business circles is that 
“temples must be dismantled and gods removed,” and 
only in this way can government functions be changed. 
Some directors even put it more frankly: “We would 
rather pay a raise to these officials and ask them not to 
interfere in enterprises, then the economy will grow 
more rapidly!” Why do township, town enterprises, and 
“foreign-funded” enterprises develop more rapidly than 
enterprises of ownership by the whole people? The main 
reason is that there is less government interference. A 
cadre of the Economic Commission of Beijing Munici- 
pality said: “Why did Shoudu Iron and Steel Company 
do a good job? Simply because it did not act according to 
our arrangement.” Once government departments inter- 
fere, something which can absolutely be done well often 
cannot be done. A leading comrade of Number Two 
Trucks and Vehicles Company said that it has two 
deputy general managers permanently stationed in Bei- 
jing whose special job is to “kowtow and visit temples.” 
Although enterprises can enjoy many preferential treat- 
ment if they are listed separately in plans, some enter- 
prises still do not wish to be listed because once they 
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enter the “cage” of departments concerned, they will be 
under control, and cannot be vitalized. 


How should we carry out reform of organizations 
such as ministries and commissions undertaking the 
economic management functions of the central 
authorities? Our opinion is: First of all, it is necessary 
to withdraw the large planning commission, and set 
up small planning commissions initiated by Comrade 
Mao Zedong, to take charge of economic develop- 
ment strategy and major proportional relations alone, 
break with the traditional pattern of setting up min- 
istries and commissions according to products, and 
drastically “dismantle temples and remove gods.” 
After the withdrawal of products departments, enter- 
prises can organize themselves into trade associations 
for the exchange of information and coordination of 
relations within the same trade. The State Council 
can set up comprehensive departments for economic 
management similar to the Ministry of Communica- 
tions, Commerce, and Industries of Japan, which 
cannot exercise direct control over enterprises either. 
It mainly takes charge of macroeconomic planning, 
policy guidance, coordination and services, and 
auditing supervision. 


Second, organizational reform should be carried out 
from top to bottom, starting from the central authorities. 
It has been emphasized that reform of government 
Organizations should start from county-level organiza- 
tions from bottom to top, and it has been difficult to 
succeed. Various localities report: “Change at lower 
levels without change at higher levels, it is of no use 
changing. The more you change, the more you are in a 
passive position.” Most of the experiments in govern- 
ment organization reform in 16 large and medium-sized 
cities that started in 1985 were compelled to take the 
road back because there were lower level reforms 
without those at the higher level. 


Large enterprises of ownership by the whole people 
which have an important impact on the national 
economy and the livelihood of the people should be 
allowed to play a greater ro’e in government decision- 
making. Now, large enterprises are basically excluded 
from the state’s macroeconomic decisionmaking and 
have become simply “the managed.” On the other hand, 
various levels of government set up enormous organiza- 
tions using large amount of manpower and material 
resources to learn about the situation of enterprises, yet 
the situation of enterprises are so varied that for all the 
people sent, it is still difficult to find out the situation 
clearly, and therefore often lead to faults in decisionmak- 
ing. It is suggested that an organization with adequate 
authority be jointly set up by large enterprises and 
economic circles to provide advice on macroeconomic 
decisionmaking, participate directly in macroeconomic 
decisionmaking, and aid in communications between the 
government and enterprises. 
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Third, power should be delegated to enterprises, and 
cannot be delegated just to local government depart- 
ments. In reform and delegating power to lower levels, 
efforts should be made not just in the relationships 
between central and local authorities alone. Social pro- 
ductive forces exist concretely in each enterprise, and 
power should be delegated to each enterprise, letting its 
workers and staff be the masters, and giving full play to 
their initiative, wisdom, and creativity. Only then can it 
be called liberating the productive forces. The goal of 
reform is to enable enterprises to truly become socialist 
commodity producers and operators that enjoy decision- 
making power in operation and assume sole responsi- 
bility for their profits and losses, and producers and 
operators of self-accumulation and self-development. 


The present problem is that quite a great deal of 
power delegated by the central authorities to lower 
levels has been intercepted by various departments 
and local governments. For example, the centrally 
Gistributed goods and materials which the State Plan- 
ning Commission asked the Ministry of Goods and 
Materials to take charge of on its behalf. In 1987, they 
reduced 256 varieties before reform to 20 varieties, 
but the goods and materials under the administration 
of ministries and under the unified administration of 
local governments increased from just over 300 vari- 
eties to over 700 varieties. Many large companies run 
by departments concerned in which government 
administration and enterprise are integrated have 
under their control both mandatory goods and mate- 
rials and those outside the plan. 


It is necessary to be vigilant and guard against govern- 
ment departments energetically setting up reproduced 
companies in the name of organizational reform. Such 
executive companies where government administration 
and enterprise are integrated are enterprises in name, but 
in reality are the legalization of bureaucratic industries 
and bureaucratic businesses. 


Six major investment companies run by a certain depart- 
ment are original divisions and bureaus dished up in a 
new form, and promoted to vice-ministerial level. They 
strengthen their control over enterprises by making use 
of state funds and the power of projects approval. 


One ministry reproduces its trucks and vehicles bureau 
as the China National General Trucks and Vehicles 
Corporation, and exercises control over Number One 
Trucks and Vehicles Company and Number Two Trucks 
and Vehicles Company in the capacity of the adminis- 
trative department in charge. During the Seventh Five- 
Year Plan period, Number Two Trucks and Vehicles 
Company planned to make sedans in cooperation with 
foreign businesses, but the plan got stranded because the 
general corporation did not grant consent. A comrade of 
Number Two Trucks and Vehicles Company said that if 
it wanted to develop, it must get rid of the control by the 
general corporation. 


Petro-Chemical General Corporation is also a repro- 
duced company of the department concerned. It keeps 
many large enterprises under strict and absolute control, 
and centralizes all powers in production, supply and 
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marketing, in human, financial and material resources, 
and in domestic and foreign trade. Some large enter- 
prises pour out endless grievances. 


One ministry has just over 600 people in name, but in 
reality it is still a large ministry with one or two thousand 
people. It has only turned several departments into 
companies, like a so-called furnace charge company, 
steel product company, foreign trade company, etc. 


Setting up reproduced companies where government 
administration and enterprise are integrated is certainly no 
reform, but interference in the name of reform. It is 
suggested that resolute measures should be taken to curb it. 


III. The Way Out for Surplus Government Staff 


According to the above plan, working staff of govern- 
ment organizations can be reduced by at least two-thirds. 
There are many ways out for the placement of redundant 
staff: 


1. Develop tertiary industry. At present, China’s com- 
merce, finance, insurance, information, consultancy, 
public welfare undertakings, and services in particular, 
require vigorous development. In 1986, the proportion 
of tertiary industry in GNP was 61 percent for developed 
countries, 32 to 50 percent for developing countries, and 
only 23 percent for China. Some of the released per- 
sonnel can be transferred to tertiary industry, which can 
digest and absorb large numbers of people. It is also 
conducive to industrial restructuring. 


2. Strengthen enterprises. The quality of enterprise mana- 
gerial personnel is generally low. With the development of 
various enterprise undertakings, the contradiction 
between undertakings and human resources becomes more 
prominent. Well-trained professionals in government 
organizations can be transferred to strengthen enterprises 
according to the principle of two-way selection, which will 
both be welcomed by enterprises, and be conducive to 
enhancing the level of enterprise management. 


3. Some scientific research institutions can be placed 
under the administration of enterprises. China’s scien- 
tific research and production have been divorced from 
each other for a long time. At present, China has over 10 
million scientific and technological personnel, of whom 
60 percent are centralized in over 5,000 scientific 
research institutions affiliated to government depart- 
ments, and over 400 institutions of higher learning. One- 
third of the personnel have only one-half of the work 
load, and another one-third has nothing to do, and the 
state still has to pay a large amount of the scientific 
research expenses. On one hand, a great deal of scientific 
research results are laid aside and neglected and cannot 
rapidly be transformed into real productive forces, on 
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the other hand, enterprises are in serious shortage of 
scientific research forces. I suggest that those institutions 
engaged in applied scientific research should be placed 
under the administration of relevant enterprises, and 
that the integration of scientific research and production 
should be put into practice. Western developed countries 
have all taken this road, and therefore their economy 
grows rapidly. Integration of scientific research with 
production cannot only reduce China’s financial burden; 
it is also a major reform in rapidly turning scientific 
research results into productive forces. 


4. Strengthen the building of political power at the 
grassroots level. Neighborhood committees are China’s 
organization of political power at the grassroots level. 
Basic-level organizations come under the category of 
social management, to which great importance is 
attached abroad. However, in China it is mostly presided 
over by elderly maids or retired people. Political power 
at the grassroots level is the basis of state power. To do 
good job in the building of basic-level political power is 
of extremely great importance to educating the masses, 
doing a good job in social security, and safeguarding 
stability and unity. It is also the fine tradition in the 
building of political power in China’s old liberated area. 
It is absolutely necessary to strengthen organizations of 
political power at the grassroots level with some of the 
released staff. 


5. Support old liberated areas, ethnic groups areas, border 
areas, and poverty-stricken areas. Under the circumstance 
of their original ranks, grades, and wages retained, some of 
the released staff can be assigned to the above-mentioned 
areas to lead and help local people change their backward 
features. They can be transferred to lower levels in their 
Original positions; they may act as consultants; rotations at 
regular intervals will also do. The state should render 
encouragement and support in policy. 


To do a good job in better staff and simpler administra- 
tion, the key lies in strengthening party leadership, and 
in doing ideological and political work well. It is espe- 
cially necessary to break with the decadent ideas of 
“official’s own department,” and “noble officials and 
lowly people,” and vigorously promote the spirit of 
selfless devotion to quickening reform and opening-up 
and economic construction. The leadership should see 
that working staff of government organizations are 
highly conscientious, and that they are also strongly 
dissatisfied with unwieldy organizations, having more 
hands than needed, and bureaucracy. When they realize 
that better staff, simpler administration, and trarsfor- 
mation of government functions are beneficial to the 
state, the people, and themselves, and can help them give 
full play to their talents and make contributions at their 
new posts, they will plunge themselves into this great 
reform of their own accord. 
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On Transformation of Enterprise Mechanisms 


HK0801110593 Beijing JINGJI GUANLI in Chinese 
No 10, 5 Oct 92 pp 33-35 


[Article by Di Na (3695 1226) and Zhou Fuhua (0719 
1381 5478): “Transformation of the Enterprise Opera- 
tional Mechanism Requires Further Study”] 


[Text] At present, the experiment of the transformation 
of enterprises’ operational mechanisms on selected 
points is generally gaining momentum and developing 
rapidly; however, it still remains basically at the initial or 
starting stage. Though transforming measures with force- 
fulness has won initial success, they are limited to only 
individual breakthroughs; though the aligned reform has 
been started, the substantial progress is coming at a slow 
pace. The consciousness and the sense of urgency of the 
broad masses and the leading comrades at all levels for 
the transformation of mechanisms have been somewhat 
strengthened, but some of the ideological barriers in 
deep layers have not yet been abolished and the task for 
the transformation of mechanisms is still arduous. At 
present, we must quicken the pace and increase the 
forcefulness of the transformation, and study and solve 
with real efforts the difficult problems in the reform. 


I. On Ideological Barriers 


Since the publication of Comrade Xiaoping’s talks during 
the inspection tour of the south, cadres and staff members 
in enterprises and leading comrades at all levels have 
further emancipated their thinking, and their sense of 
urgency for the deepening of reform and the expanding of 
opening up has remarkably strengthened, but at the same 
time, with the quickening of pace and the increase of 
forcefulness, some of the ideological barriers in deep layers 
have been coming out. First, some of the local and depart- 
mental comrades lack sufficient ideological preparation 
for the advent of the new system, they are not quite used to 
the new ways of working, and therefore an indescribable 
sense of loss occurs to them. Some even believe that the 
date of the transformation of enterprise mechanisms is the 
time of unemployment for office workers, regarding the 
process in helping promote the transformation of enter- 
prise mechanism as the process of “digging one’s own 
grave”; therefore, some people feel resentment toward it. 
Second, some enterprise leaders lack a sense of urgency in 
the transforming mechanism and are still accustomed to 
“looking for the mayor rather than market”; some focus on 
asking for money and preferential policies while having no 
interest in deepening the reform of their own units for fear 
of difficulties. Third, some staff and workers evaluate the 
advantages and disadvantages of the policies only in terms 
of their personal interests and take a skeptical attitude 
toward some of the reform measures, worrying that their 
loss will outweigh their gain. Some even define the deep- 
ening of reform as “putting up the price and reducing the 
staff and workers.” Fourth, as opinions of the theoretical 
circles vary, no unanimous conclusion can be drawn on 
some of the difficult issues, such as the practice of the 
personnel contract system versus the master status of the 
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workers, the breakup of “three irons” (ironclad wages, iron 
rice-bowl, and iron armchair) versus the superiority of 
socialism, the encouragement in developing “foreign- 
funded enterprises,” township and shareholding enter- 
prises, versus the leading position of enterprises with 
ownership by the whole people, as well as the issue that 
“the center” and “the core” of the leadership system in 
enterprises will be turned into one. All these obscure 
understandings and misleading conceptions have, to a 
great extent, dampened the enthusiasm of the local people, 
the department, and the enterprise together with their staff 
and workers in the transformation of the operational 
mechanism, and hindered the substantial progress of the 
reform both in depth and in breadth. Therefore, the major 
task at present for promoting the transformation of the 
operational mechanism is still to make great and con- 
tinued efforts in emancipating our thinking and changing 
our outlook. 


II. On Working Method 


Judging from the conditions reported from different 
places, the working method in transforming the mecha- 
nism at present is, to some extent, planless, aimless, and 
nonoperational. First, the experimental work in some 
places or departments are carried Ou: with only an aim but 
no plan, with only a general requirement but no specific 
planning at different stages. A laissez-faire attitude is 
basically taken to ensure general success. Second, some 
enterprises “get into the boat’’ with some kind of blind- 
ness. Instead of proceeding from their own reality and 
having their own way of experimentation, they follow only 
public opinion—transformation for transformation’s sake, 
experiment for experiment’s sake. Competent departments 
in some of the enterprises remain on the surface, paying 
much attention to formalism rather than actual results. 
Third, little attention is paid to the integration of experi- 
ment work with the actual conditions of the selected 
points. As there is no carrier for such a transformation, the 
work is nonoperational and difficult to carry out practi- 
cally. In addition, while pushing forward their experi- 
mental work, government departments continue to use the 
old methods such as “assistant team” or “work team,” 
which are strong in administrative color and unfavorable 
for the carrying out of creative work for the enterprises in 
experiments. As reported by the local comrades, the prob- 
lems mentioned above have become a tendency which 
hampers the further development of the experimental 
work at present. 


III. On Difficulties in Implementing Autonomy 


The implementation of enterprise autonomy is the core in 
transforming operational mechanism, and the precondi- 
tion of this transformation is the change of government 
function. At present, the serious lagging behind of the 
change in government function has become a fundamental 
explanation for the difficulties in implementing enterprise 
autonomy. As is reported by the local comrades, what they 
need in the reform today is a relaxed external environment 
and a healthy market system; however, some functional 
departments of the government organs are still keen on 
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controlling everything from the enterprise planning to 
financing, from pricing to labor management. On the issue 
of autonomy, the general reflection of the local comrades is 
that “vertically, you are given the ‘green light,’ encouraging 
you to go ahead, while horizontally you are shown the ‘red 
light,’ ordering you to stop,” thus resulting in the comical 
situation with “the cars blaring behind, urging you to go 
quickly, and the red traffic light in frort, preventing you 
from going any further.” As the local and departments are 
out of step, resulting in policy inconsistency, enterprises 
are caught in a dilemma and at a loss as to what to do. 
Autonomy is difficult to put into real practice. 


IV. On the Choice of Management Forms 


Enterprises with ownership by the whole people are the 
main body in transforming the operational mechanism. 
The essential difference between these enterprises and 
others is that the former has a special relationship with 
the state in the aspect of ownership. Therefore, the 
prerequisite in transforming the operational mechanism 
of the enterprise with ownership by the whole people is 
to handle correctly the distribution relations between the 
enterprises and the state, and to define clearly the 
economic responsibility of the enterprises to the state. 
After years of study and practice, the contract system has 
been proved to be a better form in separating ownership 
from management at present stage and defined by the 
CPC Central Committee as the main management form 
in handling the distribution relations between the state 
and enterprises during the Eighth Five-Year Plan period. 
Nevertheless, as is reported in some places, in the 
present experimental work at selected points, many 
places are so busy with their “experimental fields” such 
as the shareholding system to the extent that they have 
neglected the necessary “field management” for the 
“larger plot”—the contract system. Some even consid- 
ered the contract system as being out of date. They failed 
to carry out a conscientious study on the existing prob- 
lems of the contract system, including the new problems 
met with after the implementation of the 20 measures of 
the Central Working Conference concerning the invigo- 
ration of enterprises. Departments concerned should pay 
due attention to this tendency and adapt countermea- 
sures aS quickly as possible. It is true that the share- 
holding system is more forceful in transforming opera- 
tional mechanism with remarkable effectiveness, but to 
do a good job in this “experimental field,” corre- 
sponding external conditions are needed, so we say the 
shareholding system is hard to be spread in a short 
period of time. Even if the conditions are ready, there is 
still no necessity to turn all the enterprises into a share- 
holding system. There is immense variety from enter- 
prise to enterprise, and their conditions for the reform 
are different greatiy. Judging from the present situation, 
while doing a good job in various kinds of “experimental 
fields,” we should cultivate intensively and meticulously 
the “larger plot” of “experimental fields”—the contract 
system—rather than “love the new and loathe the old,” 
or “attend to trifles to the neglect of essentials.” 
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V. On Market-Orientation of Enterprises 


The fact that enterprises are able to be geared to the 
needs of the market is an important sign of the transfor- 
mation of the operational mechanism. At present, it is 
rather difficult for the enterprises to be geared to the 
needs of the market. One reason for this is that part of 
the enterprises are still lacking a sense of competition 
and the real strength for competition; the other is that 
the perfect market and operational regulations have not 
yet come into existence. Under the condition of the 
commodity economy, market is of vital importance to 
enterprises, of which only the fittest can survive. Even 
facing the severe challenge both from the varied 
economy and from the domestic and international mar- 
kets, there are still a considerable number of enterprises 
with ownership by the entire people lacking the sense of 
urgency and crisis. They have not yet realized that only 
by moving towards the market can an enterprise survive 
and develop itseif in the competition. These enterprises 
are still unable to free themselves from their dependence 
on the state. They attach and relate their ups and downs 
to the government and have no courage to compete with 
others in terms of product, personnel, and management. 
These are the internal reasons that have restricted the 
enterprises and prevented them from going to the 
market. On the other hand, the market and the social 
security system, such as unemployment, retirement, or 
hospitalization insurance, have not yet been standard- 
ized or perfected. These are the external factors that have 
made things difficult for enterprises to get into the 
market. Therefore, in order to push enterprises to the 
market, we should have more forceful reform in these 
two aspect and make them advance side by side. 


VI. On Correct Understanding and Handling the 
Problems Occurring During Keform 


The transformation of operational mechanisms is a 
systems engineering. With the three system reforms as 
one of its important contents, it is a much more difficult 
reform which relates to the interests of the staff and 
workers in their hundreds of millions. This reform is of 
extremely important significance for the enterprises in 
transforming their internal mechanism. However, in 
smashing the “three irons” in the preceding time, the 
doubts and misgivings about the three system reforms 
increased among factory directors, as well as staff and 
workers. Local comrades proposed that government pol- 
icies should be relatively stable, neither producing too 
many new ideas nor vacillating to the left and right. 
Departments concerned should give their firm support 
to the three system reforms and to enterprises in closing 
down, stopping production, merging with others, or 
changing the line of production. The essence of these 
reforms and measures should not be denied fundamen- 
tally just because there are some opinions inaccurately 
expressed, or some problems occurred in some enter- 
prises during reform. We should avoid unnecessary 
setbacks or letting the enterprises have more “half- 
cooked rice.”’ As long as there is no violation of the line, 
the guiding principle, and the policy, explorations or 
studies with various ideas, of various forms, and in 
various ways should be allowed at various places. Even if 
there is a breakthrough in some existing regulations, we 
should not be impatient to standardize it or regard it as 
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breaking the rules. Care must be taken to protect the 
autonomy and enthusiasm of the people at various 
places in their reform. 


PROVINCIAL 


Anhui Achieves 70 Billion Yuan Economy in 1992 


OW2601025193 Beijing XINHUA in English 
0129 GMT 26 Jan 93 


[Text] Hefei, January 26 (XINHUA)—East China’s 
Anhui Province realized a gross national product of 70 
billion yuan (about 12 billion U.S. dollars) last year, an 
increase of 17 percent over the previous year. The 
performance was better than the national average, local 
officials noted. 


Last year the province’s state-owned industrial enter- 
prises witnessed a 45.97 percent increase in pre-tax 
profit over the year before. 


The province’s rural enterprises accomplished an indus- 
trial output value of 58 billion yuan, representing a 54.5 
percent increase. 


According to statistics, 417 state-owned enterprises real- 
ized a pre-tax profit of 5.077 billion yuan, an increase of 
34.8 percent over the year before. 


Last year the province approved the establishment of 
710 foreign-funded enterprises with an investment of 
387 million U.S. dollars. 


In 1991, the province was hit by natural disasters which 
hindered its economic development. 


In spite of this, the Anhui Provincial Government car- 
ried Out its economic reforms in the management of all 
state-run enterprises and the implementation of enter- 
prise annexation and the share-holding system. 


With the completion of some large industrial projects 
such as the 2,500-cu-m blast furnace of the Maanshan 
Iron and Steel Company and the Tongling Cement Plant 


in 1992, the province’s economy will become stronger in 
the next few years. 


Report on Heilongjiang Gold Mine’s Output in 1992 


SK2801053193 Harbin Heilongjiang People’s Radio 
Network in Mandarin 1000 GMT 27 Jan 93 


[Summary] (Wulaga) gold mine, which is one of the large 
gold mines of China, produced more than 41,100 liang of 
gold in 1992. Its output and economic efficiency joined 
the front ranks of gold mines of the country. 
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Shanghai Bans Exchange Orders by Nonbank 
Institutions 

HK2701132093 Beijing ZHONGGUO XINWEN SHE 
in Chinese 0841 GMT 27 Jan 93 


[Text] Shanghai, 27 Jan (ZHONGGUO XINWEN 
SHE)—The Shanghai Municipal Foreign Exchange 
Administration recently announced that nonbanking 
institutions are not allowed to accept foreign exchange 
dealing orders. 


According to an official in the municipal foreign 
exchange administration, the decision was made after it 
was found that some Hong Kong company representa- 
tive offices accepted foreign exchange dealing orders 
from their customers without registering themselves 
with the industrial and commercial administration, the 
foreign exchange administration, and the taxation 
department. Before giving foreign exchange dealing 
orders, the customers had to leave a certain amount of 
deposit money with the companies. The staff of the 
Shanghai offices then acted as their agents and the 
dealings were handled by the Hong Kong headquarters. 
The customers also had to pay a certain amount in 
service charges. 


In the inspections, it was also found that some compa- 
nies placed huge amounts of customers’ deposit money 
in their own accounts. 


The official pointed out: The Shanghai offices of some 
Hong Kong companies illegally engaged in foreign 
exchange transactions for their customers, seriously dis- 
rupting normal monetary order. The Shanghai Branch of 
the State Administration of Exchange Control ordered 
the Shanghai offices of these companies to immediately 
stop such illegal business transactions and finish han- 
dling the leftover of such transactions within a time 
limit. 

The authority also warned people in various circles that 
they must not entrust nonbanking institutions with for- 
eign exchange transactions in order to avoid any possible 
losses. 


Zhejiang Enterprises Eliminate Deficits 


OW2701133493 Hangzhou ZHEJIANG RIBAO 
in Chinese 18 Jan 93 p 1 


{Report by correspondent Wang Bing (3769 0365): 
“Enterprises in Our Province Achieve Notable Results 
in Eliminating Deficits and Increasing Profits”) 


[Text] In 1992 industrial enterprises in our province 
achieved breakthroughs in eliminating deficits and 
increasing profits, thereby initially stopping serious 
losses and significantly improving economic returns. 
Compared to the previous year, there were 144 fewer 
deficit-ridden enterprises among the province’s 1,504 
state-owned industrial enterprises covered by the state 
budget; this represents a 34.37-percent decrease from the 
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preceding year. The proportion of unprofitable enter- 
prises to the total number of state-owned industrial 
enterprises was approximately 10 percent. The volume 
of losses declined by 276 million yuan, or 53.05 percent, 
from the previous year. Profits totaled 1.472 billion 
yuan, up 45.57 percent from the preceding year. The 
province overfulfilled the targets set by the provincial 
government for slashing both the number of deficit- 
ridden enterprises and the volume of losses by one-third 
each. Last year our province took prompt and concrete 
action to eliminate deficits and increase profits. Govern- 
ment leaders in all localities established deficit- 
elimination responsibility systems at all levels as they 
tackled the task of eliminating deficits and increasing 
profits. Large numbers of deficit-ridden enterprises sur- 
mounted difficulties and turned deficits into profits by 
actively changing their mechanisms, promoting sales, 
readjusting their product mix, raising output, and 
improving product quality. A number of chronically and 
hopelessly unprofitable enterprises optimized their 
structure by either merging with other enterprises, 
closing down, suspending their operations for the pur- 
pose of reorganization, or shifting to other lines of 
business. Another group of enterprises—which are still 
suffering losses—substantially trimmed their losses 
through hard work. 


This year is crucial for realizing the general goal set by 
the provincial government of essentially eliminating 
serious losses in enterprises within three years. The 
provincial planning and economic commission has 
urged all localities to strive to fulfill the goal—set for this 
year by the provincial government—of slashing the 
volume of losses and the number of deficit-ridden indus- 
trial enterprises by 20 percent and 10 percent respec- 
tively from the previous year, in an effort to promote a 
new stage of economic development in our province. 


Qinghai-Tibet Plateau Develops Communications 


OW1501025493 Beijing XINHUA in English 
0201 GMT 15 Jan 93 


[Text] Xining, January 15 (XINHUA)—The communi- 
cations industry on China’s Qinghai-Tibet Plateau wit- 
nessed rapid development last year. 


A highway network has been improved centering on the 
Tibetan capital of Lhasa and the Qinghai provincial cap- 
ital of Xining, with state highways stretching across the 
plateau to other provinces and neighboring countries. 


The area has opened air services to over 10 domestic 
cities and international service to Nepal. 


The completion of the first phase construction of the 
Qinghai-Tibet railway with an investment of over 100 
million yuan (about 17 million U.S. dollars) and the 
Longyangxia Reservoir will also play an important role 
in the economic development of the region. 


The difficulty in communications because of the geo- 
graphical location of the Qinghai-Tibet Plateau, one of 
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China’s important animal husbandry regions with rich 
mineral reserves, used to be an obstacle to the develop- 
ment of the local economy. 


In recent years China has invested in the construction of 
15 communications projects. 


The Qinghai-Tibet highway, running through freezing 
areas high above the sea level, cost 770 million yuan. 


The expansion of the Sichuan-Tibet highway with a total 
investment of one billion yuan is underway. 


According to statistics, since 1985 Qinghai Province has 
put more than one billion yuan into building over 2,000 
kilometers of roads. 


The development of communications in the area has 
greatly facilitated the reform and economic development 
of Qinghai and Tibet. 


The Qinghai-Tibet highway is the transportation artery 
on the plateau carrying 95 percent of Tibetan exports 
and &5 percent of imports. 


Now people in Tibet can buy thousands of kinds of goods 
produced in more than 20 provinces and cities of the 
country and in more than 10 foreign countries. 


The opening of the China-Nepal highway has aided the 
development of bilateral border trade, with a trade 
volume of over 60 million yuan recorded in Zhangmu 
County of Tibet alone. 


These transportation lines have led to the success of 
economic development zones at Minhe in northwest 
Gansu, and the Golmud resources development zone 
and Kunlun economic development zone in Qinghai. 


The Golmud development zone, started over one year 
ago, has attracted more than 150 joint economic projects 
with other provinces and regions worth more than 300 
million yuan. 


The construction of the last 99 km of State Highway 214, 
the second transportation artery linking Xining with 
Tibet, is underway. 


FINANCE, BANKING 


Article on Role of Banks in Market Economy 


HK0801053093 Beijing JINGJI GUANLI 
in Chinese No 9, 5 Sep 92 pp 43-45 


[Article by Zhang Wanyin (1728 8001 6892), Yan 
Lisheng (7051 7787 3932) and Yu Peili (0060 3099 
5461), edited by Lin Daojun (2651 6670 0689): “The 
Mediating Effects of Banks in Having Enterprises Move 
Toward the Market”) 


[Text] The market and the banking industry are closely 
linked with social division of work and commodity 
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production, and they are the inevitable products of the 
development of the commodity economy. In his article 
“On the So-Called Market Question,” Lenin pointed 
out: “Wherever there is social division of work, wherever 
there is commodity production and wherever there is a 
market, the market will develop to whatever degree the 
social division of work and commodity production 
develop to.” The market, as an external condition for 
enterprise production operations, has the effect of con- 
ditioning the orientation and scale of enterprise devel- 
opment. Banks, as the main avenues of funds supply for 
enterprise production and marketing activities, not only 
affect the development of enterprises, but play a special 
mediating role in linking the enterprises and the mar- 
kets. Transforming the operational mechanism of enter- 
prises, pushing the enterprises toward the market, 
exploring the best avenues for combining planning and 
the market and fully bringing into play the mediating 
role of banks in establishing a unified open socialist 
market system are the focal points of reform and are also 
important questions which need to be dealt with at 
present on both the theoretical and practical levels. 


The Difficulties in Having Enterprises Move Toward 
the Market 


For a long time now, under the unified planned economy 
model, enterprises, as appendages of administrative 
departments, have been unable to truly become com- 
modity producers and operators which decide on their 
own operations, are responsible for their own profits and 
losses, develop themselves and restrain themselves. The 
degree to which purchase and sales are subject to the 
market is very small and vitality and vigor are very 
greatly restrained. 


1. Products deceive the market and the market punishes 
the enterprise 


At present, in quite a number of enterprises in our 
country, the equipment is outdated, the technology is 
backward, production levels are low and technical 
strengths are weak. Many industrial enter~rises are still 
at a 1950s technological level. In the production process 
of enterprises, as technology is poor, consumption great, 
accumulation low and waste high, the continuing exist- 
ence and development of the enterprises are frequently 
disturbed. This has resulted in enterprises producing few 
product types, of few varieties, and of poor quality. 
Thus, for several decades, they have walked slowly along 
the old road of the “uniform system.” They cannot 
accord with the ever-changing demands of the con- 
sumers and this has formed a pernicious cycle whereby 
stocks increase and products pile up. Added to this is the 
effects of the panic-purchasing a few years ago and the 
lopsided prosperity of the market, resulting in poor- 
quality products being easily able to find purchasers. 
Thus, some enterprises relaxed their management over 
product quality, blindly vied to invest, set up various 
projects and expanded reproduction. This resulted in a 
large volume of products which were not up to standard 
flooding the market. After the tide of panic-purchasing, 
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when the sellers market gradually reverted to a buyers 
market, the sales situation took a sudden turn and the 
market became weak, and the products of enterprises 
accumulated, funds were in tight supply, debt chains 
increased and enterprises were mercilessly punished by 
the market. 


2. The cutting-back policies affected the market, and the 
market rebounded on the enterprises 


Because of the lag resultant from inflation and the 
implementation of the “double tight” policies by the 
state, relatively speaking, the labor pains in the process 
of readjustment of the industrial structure and the 
product mix brought a reduction in the scale of fixed- 
asset investment, an expansion in advance payments for 
sales on credit [she xiao yu fu 6332 6906 7315 0102] in 
the circulation sphere, and a relatively tight situation for 
production funds. This resulted in its being difficult for 
some enterprises to purchase raw materials, completed 
product stocks grew and overdue credit increased. 
Cement and steel products, which are major building 
materials, were the first to bear the brunt of this change. 
Sales turned from brisk to poor, and this then affected 
the machine-building, metallurgical and paper-making 
industries. This chain effect resulted in some enterprises 
falling into difficulties, having to cease production and 
being utterly unable to move toward the market. 


3. Information applied the brakes to the market, and 
enterprises lacked the capacity to move toward the market 


Commodities are produced for the market, and the 
market plays a dynamic regulatory role in respect of the 
process of social reproduction. Although the indepen- 
dent commodity producers constituted by enterprises 
are unable to completely and precisely understand what 
the market needs and how much it needs, the degree to 
which the enterprises master market information will 
determine whether they have strong or weak competi- 
tiveness. The superior will succeed and the inferior will 
be weeded out. According to our understanding, the 
products of over 30 percent of our country’s production 
enterprises have not, since the establishment of their 
factories, ever opened up new spheres and in guiding 
production, these enterprises have instead relied entirely 
on administrative plans. This has resulted in the “old 
face of the products” remaining much the same as in the 
past, and product renewal and replacement has been 
very slow. Even when new products are experimented 
with, they are still subject to funds and materials restric- 
tions and excessive administrative interference. Thus, in 
the end, production by enterprises often lags behind 
market information, leaving the enterprises in a back- 
ward and passive situation. 


4. The regions fetter the market and blockades obstruct 
the development of enterprises 


Administrative divisions artificially cut the economy 
into different components and regions. The regionai 
economies breed selfish local departmentalism, which 
restricts enterprises from entering a wider market of a 
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larger scale. Imprisoned by these local divisions, some 
products can only be sold in certain regions. The regional 
blockades also restrict competition, protect backward- 
ness, are disadvantageous to technological and economic 
progress and are disadvantageous to the opening up of 
markets. Meanwhile, they encourage some technologi- 
cally backward enterprises to rely on the vitality of their 
locality to compete with large and medium-sized back- 
bone enterprises for raw materials, energy and funds. In 
the end, the stocks of these backward enterprises 
increase, their finished products are stockpiled in great 
numbers, the market and commodity circulation experi- 
ence “intestinal blockage,” and it is impossible to form a 
unified market. This results in its being impossible for 
enterprises to develop normally. 


How Banks Can Help Enterprises Move Toward the 
Market 


If enterprises want to break down the obstacles and 
gradually move toward the market, not only do they 
need to look within and resolve their own problems well, 
but they also need a fine, relaxed external environment. 
Banks have their source in the economy and also serve 
the economy. Through the economic levers and linking 
functions of the banks, it is possible to effectively carry 
out the transformation of the enterprise operational 
mechanism. 


1. Helping enterprises to “enliven their circulation” and 
increasing enterprise ability to meet changes in the 
market 


According to statistics from relevant departments, at 
present, our country’s enterprises have 400 billion yuan 
tied up in the three types of funds. Of particular concern 
is the very great amount of funds tied up in completed 
products and in settlement funds, which totals not less 
than 300 billion yuan. In order to achieve swift move- 
ment of the funds which are currently lying idle in this 
way, the banks must, in accordance with the objective 
patterns of credit funds movement, help the enterprises 
with the funds needed to tap internal potential, the funds 
needed to clear up arrears and the funds needed to boost 
their own strengths. The current credit policies where 
credit is slanted purely by industry toward the large- and 
medium-sized enterprises must be changed, and we must 
implement linked slanting where both products and 
industries are major credit targets, so as to change the 
“plood transfusion” into “‘blood production.” We 
should implement credit-curbing linkage so that “‘circu- 
lation is enlivened” in enterprises and so that stocks are 
reduced. Only by holding down production of poorly 
selling products will it be possible, under the precondi- 
tion of not expanding the scale of credit, to reduce the 
amount of funds tied up in finished products, and draw 
back the funds from the poor operators for use by the 
good operators. Thereby it will be possible to increase 
investment in technological transformation and truly 
create rationality in the funds stock. In order to 
encourage enterprises to actively develop new products, 
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the banks could implement, in respect of those poor- 
quality, high-priced products which the market has 
weeded out and the products for which the enterprises 
have not carried out generational replacement, differen- 
tial interest rates for different types of products. Through 
increasing their interest charges, they will be able to 
promote the readjustment of the product mixes of enter- 
prises and increase enterprises’ ability to respond to 
changes in the market. 


2. Strengthening the restraining power of credit, so a8 to 
encourage enterprises to become relatively independent 
commodity producers and operators 


The funds supply system has, over many years, formed a 
situation where enterprise funds supply sources are 
narrow and the enterprises have a weak capacity for 
supporting themselves. The transformation of the oper- 
ational mechanism of enterprises requires that enter- 
prises’ production be organized centered on market 
demand. The products of enterprises must have an outlet 
in the market, where they can vie with each other, and 
the results of the enterprises must be manifested in 
market sales. Based on this, at the same time as appro- 
priately increasing enterprises’ circulating funds credit, 
the banks must gradually harden their credit restrictions 
on enterprises. In the present situation, where the enter- 
prise contract system is being implemented, an index 
indicating circulating funds being used should be 
included in the scope of the contracts. In accordance 
with the development prospects, operational situation 
and capacity to bear debt of the various enterprises, the 
banks should appropriately stipulate plans for tapping 
potential, plans for use of circulating funds, plans for 
speeding the turnover of circulating funds and plans for 
the enterprises themselves to supplement the circulating 
funds. In accordance with the degree to which these 
plans are realized and in the light of the production, sales 
and marketing and financial income and expenditure 
situations of the enterprises, the banks can implement 
the method of determining credit on the basis of assess- 
ments. In the implementation of newly added credit 
amounts and interest rates, it could be stipulated that the 
interest on credit within the quota can be included in 
costs, while the interest on credit in excess of the quota 
should be paid from post-tax profits, so as to truly 
manifest the credit principle of differential treatment 
which supports the superior while restricting the inferior. 
In this way, enterprises will be subject to pressure to 
strengthen internal management, raise product quality, 
readjust the product mix and improve operations. 
Thereby the banks can consciously focus their attention 
on the enterprises’ accumulation mechanism and on 
stimulating development capacity, so that they rely on 
their own accumulation to realize the transformation of 
the investment subject. If the banks take overall and 
complete responsibility for the funds of enterprises, it 
will inevitably result in the enterprises becoming too 
reliant on the banks, and thus they will ignore the cost of 
funds and will not stress economic results. Even if the 
enterprises are enlivened they will not be able to become 
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independent commodity producers and operators. Thus, 

ing the power of credit to restrain enterprises 
is a crucial measure in implementing enterprise reform 
and promoting reform and readjustment, so that enter- 
prises can move into a fine cycle. 


3. Fully bringing into play the superiorities of banks and 
promoting the technological progress and technological 
transformation of enterprises 


If our enterprises are to escape the situation of outdated 
equipment and backward technology, apart from relying 
on scientific and technological strengths to realize key 
scientific sad technological achievements which can be 
widely popularized, a further important condition is 
necessary and sufficient funds support. However, there 
are several hundred thousand state industrial and com- 
mercial enterprises, added to which are the industrial 
and mining enterprises under other economic compo- 
nents. If we only relied on the state to arrange technical 
transformation funds, it would be difficult to achieve the 
desired results. Thus, there are great prospects for banks 
to promote both the transformation of scientific and 
technological achievements into production capacity 
and the technological transformation of enterprises. Sup- 
porting and enlivening large- and medium-sized back- 
bone enterprises does not simply mean injecting invest- 
ment into these enterprises. Rather, stress should be 
placed on supporting their technological advance. 
Thereby it will be possible to achieve a gradual switch 
from the use of credit funds investment to support 
simple reproduction to supporting scientific and techno- 
logical progress in order to expand reproduction. From 
mainly investing in traditional industries, a switch to 
mainly investing in new industries, and especially high- 
technology industries should be effected, so as to pro- 
mote the structural readjustment of enterprises and the 
improvement of results. At the same time, it is necessary 
to put efforts into supporting the transfer of current 
scientific and technological achievements into produc- 
tion capacity, and to actively combine with scientific and 
technological departments in promoting specific 
research which allows scientific and technological 
research results to be converted into productive forces, 
so as to thoroughly resolve the problem of enterprises 
lacking scientific and technological investment capacity 
and banks being unable to provide sufficient support. 
This will increase the scientific nature of scientific and 
technological credit and will truly realize investment 
results. 


4. Freeing the f nance market and supporting enterprise 
financing activities on many levels, through many chan- 
nels and in many forms 


The aim in freeing the financial market is to provide 
diverse and free channels to the enterprises for raising 
funds, and to alleviate the present situation where enter- 
prises have funds difficulties. At present, in the process 
of pushing enterprises toward the market, the financial 
departments must, under macroeconomic control, grad- 
ually and positively open up the funds market. They 
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must abolish the excessive controls over enterprises 
issuing bonds and on the policy level create clear relaxed 
conditions for bond issue, simplify the examination and 
approval procedures for enterprise bond issue and 
expand types and volume of bond issue. We must 
encourage enterprises to finance themselves directly 
through the financial market and allow enterprises to 
directly manage bill discounting in the financial market, 
SO as to strengthen enterprises’ sense of responsibility. At 
the same time, banks should gradually reduce unsecured 
credit issue, appropriately increase financial tools, 
actively engage in bills and commodity mortgage busi- 
ness, and represent enterprises, especially large- and 
medium-sized state enterprises, in issuing short-term 
financing bonds. They should also issue bonds and 
stocks for enterprises through forms such as consignment 
and exclusive sales, continually improve issue standards, 
satisfy enterprises’ funds needs in the market, break 
down the ossified situation where enterprises rely on 
banks to handle and control the raising and supply of 
their funds, and promote the formation and perfection of 
a funds market competitive mechanism. 


5. Bringing into play an information and consultative role, 
so as to help enterprises expand into the domestic and 
international markets 


Banks should give full play to their superiorities in terms 
of wide networks, good access to information and funds 
management skills, and through horizontal and vertical 
links, on the basis of widely gathering, sieving and 
putting in order market information, they should 
strengthen their economic analysis and forecasting of 
enterprises. Then, regularly or irregularly, they should 
engage in data and intelligence interflow work, and 
through connecting the market production, supply and 
marketing links, provide to the enterprises valuable 
market information in a timely way, so as to reduce or 
eliminate the errors and mistakes made by enterprises in 
purchasing or production due to blindness. At the same 
time, banks must establish a funds operational mecha- 
nism which is based on the domestic market, has strong 
external links and which combines the coordinated 
development of foreign exchange business and renminbi 
business. Focused support should be given to those large 
and medium-sized backbone enterprises which have 
imported advanced technologies and equipment, can 
earn foreign exchange and have good economic results. 
Also, through the many bank branches which our 
country has abroad, enterprises can be introduced to 
customers, creditworthiness investigations can be car- 
ried out, guarantors can be checked, and foreign cooper- 
ative partners can be sought. This will also provide 
convenience to the enterprises in terms of deposit ser- 
vices, foreign exchange payments and international set- 
tlemeats, and will help the enterprises move swiftly 
toward the international market. 
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INDUSTRY 
Wu Wenying on Market Oriented Textile 
Enterprises 


93CE0146A Beijing JINGJI RIBAO in Chinese 
20 Nov 92 p 3 


[Text] China’s textile industry is a traditional national 
economic industry that has made its own contributions 
toward enhancing state financial accumulations, earning 
foreign exchange through exports, and satisfying mate- 
rial demands that increase with each passing day. How- 
ever, over a fairly long stretch of time, textile industry 
production has operated within a system of state 
monopoly on purchasing and contracted-out marketing 
in both domestic commerce and foreign trade. Enter- 
prises have felt very little in the way of market pressure. 
With the advent of reform liberalization, wholesale 
changes have come about in product and market frame- 
works, and textile enterprises have grown, gradually 
becoming independent commodity producers and man- 
agers. Enterprises must directly turn toward the market 
and consumers. Faced with the new situation, most 
textile enterprises remain incapable of dealing with these 
changes. This fact is most pronounced among the large- 
and medium-sized state-run textile enterprises that cur- 
rently find themselves in a difficult plight. Backward 
technology, outmoded equipment, unbalanced product 
mixes, heavy enterprise burdens, and dwindling returns 
are among the deep-level contradictions accumulated 
over the years that have yet to find even basic resolution. 
Thus, the critical task before us today is to transform the 
operational mechanisms of the enterprises, strengthen 
the vitality of the large-and medium-sized state-run 
textile enterprises, propel the enterprises toward meeting 
the challenges of the market, and raise the textile 
industry up to a new level. 


Organs of the Ministry of Textiles, as well as leading 
textile industry departments at every level and locale, 
and party, government, and textile enterprise leaders all 
must take the initiative to earnestly study the “Rules 
Concerning Transformation of Operational Mechanisms 
in Ownership by the Whole People Industrial Enter- 
prises.” We must unify our thinking and understanding 
and use the “Rules” to standardize our own work, 
placing the transformation of operational mechanisms at 
the center of enterprise reforms, thereby catalyzing other 
items of reform. 


As development in China’s textile industry and the 
people’s standard of living have both continued to 
improve, the textile product demand in the domestic 
markets has gone from simply a quantitative demand to 
a demand characterized primarily by product type, 
design, color variety, and quality. The textile product 
demand of city and town dwellers has increasingly 
tended to focus on finished products, coordinated prod- 
ucts up to date products, and individualized products. At 
the same time, the fashion cycle has grown shorter and 
shorter. On the international market, many new features 
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have emerged in the pattern of world textile product 
trading. The traditional competition in the areas of 
quantity ard price have given way to competition based 
on quality and technology. There are greater demands 
for small lots, increased product variety, and rapid 
shipments. This has become the new world order for 
textile products and clothing consumption, as well as the 
new trend in modern design and production competition 
in textile products. Currently, there is a huge discrepancy 
between the requirements of textile design work and 
textile industry development and the demands in 
domestic and foreign markets, and this discrepancy has 
yet to attract the appropriate amount of attention. We 
must adopt measures to cultivate and train a large, 
skilled crop of textile designers, and we must earnestly 
tackle this work by making it a key feature of adjusting 
product mix, stimulating product development, and sat- 
isfying market demand. 


It is equally vital that we do a good job of tackling the 
task of building the ranks of textile products sales 
personnel. Right now, textile industry development is 
marked by a lack of coordination between production 
capacities and the market, with a certain percentage of 
products being totally unmarketable. We must study the 
markets, and while we are tackling the domestic city and 
town markets, we must also develop and broaden the 
rural markets. We must establish a contingent of sales 
personnel who understand production, who have market 
savvy, and who are capable managers. They must pro- 
vide timely feedback of information, sales must deter- 
mine production and production must promote sales, 
and design, product, and sales must be part of an 
integrated process. As for the post-production processing 
business in textiles, the goals of no left-over stocks 
should be achieved. 


As far as stimulating systemic reforms in foreign sales of 
textile products is concerned, first, we must continue to 
expand the ranks of industrial enterprises with the 
powers of self-managed exporting, and we must help 
those enterprises that have already obtained such powers 
to, in fact, do a good job of self-managed exporting. 
Currextly, only 100-some enterprises in the textile 
industry have self-managed export powers, which comes 
out to only 6.5 percent of the large- and medium-sized 
state-run textile enterprises. We must help the enter- 
prises with self-managed exports to resolve their critical 
problems, they must build and perfect mechanisms for 
rapid feedback, and they must do a better job of partic- 
ipating in international competition. Second, we must 
perfect the export agency system, selecting certain prov- 
inces and cities with heavy textile production and 
exports to act as key breakthrough regions for the stan- 
dardized agency system, and creating conditions through 
a consolidation of industry and busi:iess that will enable 
enterprises to better understand international markets. 
Third, we must emphasize and expand border trade, 
steadily building up commodity exchange trade and 
economic technology cooperation with such nations as 
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the Commonwealth of Independent States, Eastern 
Europe, Vietnam, and Burma, and expanding new areas 
for textile exports. 


At the same time, we must give full play to the role of 
existing textile system scientists and technologists and 
pull these folks into the main battleground of sechnolog- 
ical progress where they can actively explore paths that 
combine scientific research with development, construc- 
tion, and production, rapidly translating scientific and 
technological results into productive force. Institutes of 
higher learning must also produce more persons with 
higher skills to aid in development of the textile industry. 


Promulgation of the “Rules Concerning Transformation 
of Operational Mechanisms in Ownership by the Whole 
People Industrial Enterprises” will play a positive role in 
stimulating continued improvement in textile enter- 
prises and in speeding up transformation of enterprise 
operational mechanisms. Currently, textile industry 
reform work is centered around continued perfection of 
the contract management responsibility system. With 
actions conforming to local conditions, we must actively 
and prudently carry forth with the three systemic reform 
items of personnel, labor, and wage reform, as well as 
with reform of the various other associated items. As for 
the test work on reform of the enterprise labor system, 
approximately 1.95 million workers, or 26.5 percent of 
all employees of state-run textile enterprises, operate 
under the nation-wide labor contract system for state- 
run textile enterprises. Fifty-some enterprises and their 
approximately 150,000 employees operate under the 
pilot-project whole people’s labor contracting system. 
And, 120-some enterprises are conducting the pilot 
project linking wages to job skills. We must do a good job 
of consolidation and coordinated building, and actively 
participate in such pilot projects of reform as the stock 
share system. Today, there are more than 10 textile 
enterprises experimenting with the stock share system 
and they have achieved preliminary results. By the end 
of 1991, there were 2,790 “three-fund” textile enter- 
prises, and growth this year has been even greater such 
that we should boldly adopt three-fund and township 
enterprise mechanisms in state-run enterprises, helping 
enterprises to gradually establish sales, development, 
encouragement, management, growth, and self-restraint 
mechanisms consistent with the market economy, and 
vigorously promoting transformation of operational 
mechanisms within enterprises. 


Faced with excess quantities, surplus workers, low labor 
productivity, enormous enterprise burdens, and massive 
diversions of profits in our textile industry, we must 
encourage and support enterprises in focusing on one 
line of business, in diversifying management styles, in 
giving full play to equipment and technology capacities, 
in expanding production areas and the scope of services, 
and in working hard to build up third-line production. In 
sum, markets demand that we do these things, and 
policies allow us to do these things. They can be done. 
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The prospects are extremely bright for growth of third- 
line production in the textile industry. 


A key element in implementing the “Rules” lies in 
simplifying government, releasing governmental powers, 
and transforming governmental functions. The Ministry 
of Textile Industry, and the leading departments of the 
textile industry at every level and locale must completely 
release to enterprises the 14 items of operational 
autonomy granted to the enterprises by the “Rules.” 
These powers cannot and must not be simply divided 
among lower levels of government. Meddling in enter- 
prise affairs must be reduced to the bare minimum. At 
the same time, in transforming functions, we must do 
good work in the areas of programs, coordination, super- 
vision, and service. Ministry organs have already made 
improvements to documents sent down this year, 
deleting 31 items that did not accord with the mandates 
of the “Ruies.” We still must do more in the areas of 
promoting reforms in the textile circulation system and 
fostering and inducing improvements in the textile pro- 
duction market system. We must conceive ideas to try 
and build several fairly well-standardized wool auction 
markets, gauze markets, and clothing material markets 
in provinces and cities where the textile industry is 
relati''ely concentrated, where certain unique features 
and superiorities are enjoyed. Get the departments and 
committees concerned working together, actively pro- 
moting the establishment of a cotton exchange market, 
and conduct textile fairs that work like trade fairs. 


Thorough implementation of the “Rules” is, henceforth, 
a long-term, formidable mission that the textile industry 
must achieve. It will require the joint efforts of everyone 
employed in the textile industry. Primary effort shall be 
devoted to transforming enterprise operational mecha- 
nisms, thereby spurring on achievement in other areas of 
reform. 


Article Views Future of Steel Industry 


HK1712080092 Beijing JINGJI GUANLI in Chinese 
No 9, 5 Sep 92 pp 12-14 


[Article by Jin Yan (6855 6056), edited by Yang Jianxiu 
(2799 3005 0208): “GATT’s 'mpact on China’s Steel 
Industry”} 


[Text] China will soon restore her signatory state status 
to the General Agreement on Tariffs and Trade, which 
will be a major event in China’s economic life. We 
should attach importance to and study the possible 
impact produced by this. 


I. There Will be Both Favorable and Unfavorable, but 
More Favorable Than Unfavorable Effects 


China’s joining GATT is a necessity for speeding up 
reform and opening up and for quickening economic 
growth. It will have a significant impact on the develop- 
ment of China’s iron and steel industry. Taken as a 
whole, these will be both favorable and unfavorable, but 
there will be more favorable than unfavorable effects. 
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The favorable aspects are mainly: 


1. It will be favorable to enlarging Chinese exports of 
metallurgical products. Generally speaking, China is rich 
in labor resources and labor costs are low, so production 
costs for metallurgical products are lower than in western 
developed countries. According to recent relevant data, 
the pre-tax cost of producing cold rolled thin sheet is 
$400 per ton in the West, but is only $186 for a certain 
steel plant in China. This is the main factor giving 
China’s iron and steel products a certain competitive 
power in i\ternational markets. After joining GATT, 
China can unconditionally enjoy MFN [most- 
favored-nation] treatment among GATT signatory states 
and will remove and avoid discriminatory measures 
imposed by certain countries on China, which will be 
favorable to enlarging China’s exports of metallurgical 
products. The potential will be greater for exports of 
particular general steel products in which China has a 
certain superiority, such as wire rods, small and 
medium-sized sections, plates, sheets, welded pipes, and 
other products. 


2. Favorable to the timely readjustment of China’s 
foreign trade policy in metallurgy. At present, China's 
exports of metallurgical products are still at the initial 
stage. With the promotion of China’s trade in metallur- 
gical products, it is extremely necessary to understand 
and master in a comprehensive way the situation and 
trend in international metallurgical products. After 
joining GATT, China will be in a position to obtain data 
on world trade owned by GATT, including trade poli- 
cies, laws and regulations, and trade statistics from the 
various signatory states. It will be convenient for China 
to know in timely fashion the trade trends for metallur- 
gical products from various countries and to readjust 
China’s foreign trade strategy and tactics in time. For 
instance, according to data some specialists have in 
hand, the economy of Southeast Asia is developing 
rapidly, and large scale construction is going on in 
Middle East region. China’s iron and steel enterprises 
should concentrate on developing steel markets in these 
two regions. 


3. Favorable to safeguarding China’s foreign trade rights 
and interests in metallurgy. At present, China’s exports 
of metallurgical products sometimes meet “‘countervail- 
ing” boycotts, which prevent China’s labor-intensive 
products from giving play to their low-cost superiority. 
After joining GATT, China can solve relevant disputes 
in a just way according to the relevant provisions to 
achieve a steady foreign trade environment and safe- 
guard the rights and interests to which China is entitled. 


4. Favorable for China continuing to carry out the policy 
of two resources. Now and in the future, China faces the 
problem of a relative deficiency in resources for the 
development of the iron and steel industry, including 
iron mines, manganese mines, chromium mines, scrap 
steel, coking coal, etc. Easing the problem depends on 
carrying out a policy of rationally using resources both at 
home and abroad. After joining GATT, China can 
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increase channels for importing resources by making use 
of international trade standards and nondiscriminatory 
principles, and can avoid possible losses brought to 
China’s imports of raw materials by international 
market changes, and can then build up multiple and 
steady sources of imports for the sustained, steady, and 
coordinated development of China’s iron and steel 


industry. 


Favorable to pushing China’s iron and steel enterprises 
into the market. The centrai link of China’s deepening of 
reform at present remains to further vitalize large- and 
medium-sized enterprises and push them into the 
market. After China joins GATT, markets of various 
signatory states will be further opened to China, and 
China’s market will be further opened to the outside 
world. It will promote the development of China’s 
domestic market for steel products, give active play to 
the role of the market, speed up changes in enterprise 
operational mechanisms, and strengthen the vitality of 
large- and medium-sized iron and steel enterprises. 


The unfavorable aspects are mainiy the unbalanced 
development of China’s iron and steel enterprises, and 
there are quite a lot of metallurgical products which are 
inferior in type and quality, are of high cost, and lacking 
in competitive power. After joining GATT, China will 
open up its domestic market to foreign countries, which 
will affect the products of a number of enterprises. For 
example, it is necessary for China to provide MFN 
treatment to other signatory states, remove import per- 
mits for steel products, and reduce tariffs. The present 
average tariffs rate for developing countries in GATT is 
about 15 percent, and it is 22.5 percent for China. China 
needs to reduce 7.5 percentage points and cannot impose 
import restrictions at will. Thus, iron and steel products 
inferior in quality and high in cost, especially those 
products whose domestic prices are higher than those of 
world prices, will inevitably meet serious challenges 
from foreign goods. 


Take stainless steel sheets for exam_le. The present 
international market price is about 20 percent lower than 
the domestic price. The reasons are many. Some are 
deep-level problems left over for a long time, such as 
backward production technology and techniques, and a 
lack of economies of scale etc. To our knowledge, stain- 
less steel sheet plants abroad have already developed 
into specialized independent plants, which have intro- 
duced continuous casting and have a comprehensive 
success rate of over 80 percent and annual output of 
several hundred thousand tons; in China, work shops for 
making stainless steel sheets have been mostly set up in 
integrated steel plants, which have the technological line 
of electric furnace—refining—mold casting—single 
machine rolling, whose comprehensive success rate is 
only over 70 percent, and has an annual output of only 
tens of thousand tons, even several thousand tons, and 
cannot reach the need for economies of scale. This is the 
basic reason why China’s stainless steel production costs 
are so high. 
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Naturally, it is impossible to change the situation at 
once. We can also use GATT’s “tariff protection” pro- 
visions and “most-favored treatment” provisions, which 
developing countries enjoy, to protect ourselves. Such 
protection is limited and free trade and free competition 
cannot protect backwardness forever. China should take 
effective measures to change such backward situations as 
quickly as possible, so that China’s iron and steel 
industry can establish itseif in an unassailable position in 
international competition. 


II. Seize Opportunity To Meet the Challenge 


Joining GATT is both a favorable opportunity and a 
serious challenge to China’s iron and steel indusiry. We 
should seize the opportunity to meet the challenge; 
quicken seriously the pace of reform and opening up; 
make full use of the “two markets,” “two funds,” and 
“two resources”; strive to increase the internationaliza- 
tion of China’s iron and steel industry; and try to mount 
new steps at an early date. Major policies and measures 
are: 


1. Try every possible means to enlarge exports of metal- 
lurgical products and heighten China’s foreign trade 
position in metallurgy and the international metallur- 
gical trade. At present, China’s annual steel output 
exceeds 70 million tons. According to the experience of 
growth in the international iron and steel industry and 
China’s practice of reform and opening up, in the future, 
China should replace the “import substitution” strategy 
of the past by an “export oriented” strategy, increase 
variety and quality, and gradually reach the global levels. 
Moreover, China should vigorously enlarge exports of 
metallurgical products and should occupy a certain posi- 
tion in international metallurgical trades. China’s total 
import and export volume of steel products accounts for 
4 percent of the world total, and efforts should be made 
in the future to change this situation so that China will 
not only be a great power in iron and stee! output and a 
powerful country in terms of the quality and quantity of 
its steel products, but also a rising country in interna- 
tional metallurgical trades. Therefore, it is necessary to 
strengthen the management of metallurgical product 
imports and exports under the state’s macroeconomic 
guidance on the one hand, and on the principle of 
developing strong points and averting weak points, build 
up superior bases for the export of metallurgical prod- 
ucts and guard against possible chaos after further 
opening up. Moreover, the state should grant large- and 
medium-sized iron and steel enterprises, especially 
super-large iron and steel enterprises, the decision- 
making powers to engage in foreign economic relations 
and trade, and should encourage them to carry out 
transnational operations, plunge themselves into the 
international market, and become large, influential, 
transnational iron ind steel enterprise groups. 


2. Continue carrying out the policy of two resources, and 
build up steady and diversified overseas bases for 
importing resources. According to forecasts by con- 
cerned departments, with the growth of China’s iron and 


JPRS-CAR-93-006 
2 February 1993 


steel industry, the problem of 9 relative deficiency in ore 
resources will become ever more serious. Major mea- 
sures for overcoming such probiems are & more rational 
use of resources from abroad on the basis of an adequate 
and rational exploitation of domestic ore resources. To 
draw on the experience of Japan, first, it is necessary to 
build up multiple channels for impozting resources; 
second, it is necessary to build up reliable overseas bases 
for importing them. Apart from further running jointly 
operated iron mines with Australia, China may also 
consider using the metal resources of such countries and 
regions as Brazil, India, Indonesia, Vietnam, South 
Africa, Mongolia, and the Commonwealth of Indepen- 
dent States to open up import channels. Moreover, it is 
necessary to study actively how to reduce transportation 
costs so as to strengthen the competitive power of 
os iron and steel products in the international 
market. 


3. Speed up the technological transformation of iron and 
steel enterprises to meet the requirements of interna- 
tional competition. In the international competition in 
steel products, including competition in variety, quality, 
cost, delivery terms, and other aspects, the key is in 
competition in variety and quality. And the core of 
competition in variety and quality is technological com- 
petition and the competition for the human resources to 
master the technology. Apart from a small number of 
enterprises, such as the Baoshan Iron and Steel Company 
and the Wuhan Iron and Steel Company, most of 
China’s iron and steel enterprises are technologically 
backward and outdated in techniques and equipment, 
which is a major obstacle to China’s iron and steel 
technology reaching a higher level in terms of variety and 
quality. Even for enterprises such as Baoshan Steel and 
Wuhan Steel, there is also the task of constantly keeping 
track of new iron and stee! technology, otherwise they 
will follow the same old disastrous road of “import— 
backward——import again.” Therefore, we must rely on 
technological progress, speed up technological transfor- 
mation, and build up a number of bases for high-quality 
steel products to enable China’s section steel products, 
hot rolled wide strips, cold rolled thin sheets, cold rolled 
silicon steel sheets, seamless tubes, and stainless steel 
products to reach world advanced levels and strive to 
win international competition in the face of powerful 
competitors. 


4. Speed up the centralization, specialization, and amal- 
gamation of the iron and steel industry and strive to 
increase the extent of internationalization in China’s 
iron and steel industry. Specialists at home and abroad 
generally believe that the smallest rational scale for an 
iron and steel complex is to have annual output of 3 
million to 3.5 million tons. At present, only Anshan 
Steel, Wuhan Steel, Shoudu Steel, and Baoshan Steel 
have reached such a scale. Low levels of specialization 
and overly small enterprises are major reasons why 
China’s iron and steel enterprises are low in economic 
performance, and they are also one of the basic reasons 
why China’s iron and stcel industry lacks competitive 
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power in international competition. To enable China’s 
iron and steel enterprises to be capable of surviving and 
developing in international competition, we must break 
with the existing patterns of “large and complete” and 
““small and complete” and should quicken the process of 
centralization, specialization, and amalgamation. Spe- 
cific measures are to vigorously develop large metallur- 
gical enterprise groups according to the principles of 
specialization and coordination, complementary superi- 
ority, the optimized disposition of the factors of produc- 
tion, and the unification of production and demand. 
Now the state has approved the construction on a leasing 
basis of four large metallurgical enterprise groups— 
Baoshan Steel, Anshan Steel, Wuhan Steel, and Pan- 
zhihua Steel, work to organize and build enterprise 
groups among other large iron and steel enterprises 
should also be quickened so as to build up several iron 
and steel field armies which possess first-class products 
and advanced technology, where the superiority of large, 
small, and medium-sized enterprises complement each 
other, and carry out multiple operational strategies. 
Among the 500 largest transnational enterprises, there 
are no Chinese enterprises. And among China’s 500 
largest enterprises, four of the five biggest are iron and 
steel enterprises. It is possible for China’s iron and steel 
enterprises to take the lead in ranking among the world’s 
500 largest enterprises, of which the most likely are of 
course Shoudu Steel, Baoshan Steel, Wuhan Steel, and 
Anshan Steel. Shoudu Steel and Wuhan Steel have 
already made arrangements, and Baoshan Steel and 
Anshan Steel should also carry out feasibility studies. 
China hopes to see fundamental changes in the organi- 
zational structure of its iron and steel enterprises around 
the year 2,000, and should see China’s iron and steel 
enterprises ranking among the world’s 500 largest tran- 
snational enterprises. It will be of important and far- 
reaching significance to the growth of China’s iron and 
steel industry, to that of the national economy as a 
whole, and to reform and opening-up. 


AGRICULTURE 


Agriculture Ministry Sets ‘10 Impermissibles’ 


OW2601093393 Beijing XINHUA Domestic Service 
in Chinese 1007 GMT 17 Jan 93 


[By reporter Chao Wen (6872 2429)] 


[Text] Beijing, 17 Jan (XINHUA)}—According to the 
latest information provided by the Ministry of Agricul- 
ture, since the party Central Committee and the State 
Council set forth 10 measures to maintain agricultural 
development, |7 provinces have laid down measures to 
reduce peasants’ burdens; Jiangsu, Fiebei, and 10 other 
provinces have explicitly banned the activities in ful- 
filling increasingly raised quotas; Hubei, Shandong, and 
four other provinces have refrained from starting any 
new projects that will increase peasants’ burdens; 
Hunan, Jiangsu, and 10 other provinces have decided to 
check the burdens on peasants; and Hunan, Henan, and 
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some other provinces have been paying close attention to 
solving serious cases involving burdens on peasants. 


As authorized by the State Council, the Ministry of 
Agriculture has laid down “10 impermissibles”: 


It is impermissible to divert village and township collec- 
tive funds to use for other purposes than for those of 
village and township economic collective organizations. 


It is impermissible to force peasants to contribute both 
money and labor and to indiscriminately transfer their 
labor funds. 


It is impermissible to link collecting fees and fines and 
raising funds from peasants with the interests of cadres 
at various levels. 


It is impermissible to apportion newspapers, magazines, 
insurance policies, securities, and movie fees among 
peasants. 


It is impermissible to collect increasingly raised amounts 
of fees from peasants. 


It is impermissible to collect fees from peasants under 
the pretext of service. 


It is impermissible to coercively deduct a part of advance 
payments for purchasing farm and sideline products and 
to collect collective funds in advance for any reasons. 


It is impermissible to include illegal burdens in contracts 
signed by peasants. 


It is impermissible to use judicial means to collect money 
and materials from peasants. 


It is impermissible to retaliate against units and per- 
sonnel that have informed or filed charges against or 
resisted those who have indiscriminately collected fees 
or raised funds from peasants or fined them. 


Following a national teleconference on agriculture spon- 
sored by the State Council, the Ministry of Agriculture 
immediately organized work teams and sent them to 
nine provinces and 17 counties to conduct special inves- 
tigations in order to understand the reduction of burdens 
on peasants. 


It has been learned that individual central departments 
are now moving slowly in reducing burdens on peasants 
and that implemented in some localities are documents 
concerning peasants’ burdens that are not in line with 
state regulations. A responsible comrade of the depart- 
ment in charge of this work reiterated: The requirements 
set by the central authorities for various relevant depart- 
ments, provinces, autonomous regions, and municipali- 
ties to comprehensively check up peasants’ burdens in 
the near future must be resolutely implemented, and all 
documents that do not conform to state regulations must 
be rescinded. In accordance with party and government 
discipline and state laws, we must deal severely with 
those who disregard orders and prohibitions and violate 
the law and discipline. On the question of reducing 
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peasants’ burdens, party and government leaders at 
various levels must make a prompt decision anc: must 
not put off the decision because of endless haggling and 
shifting responsibility to one another. 


Statistics Show Increases in Most Farm Products 


OW2501091293 Beijing XINHUA Domestic Service 
in Chinese 0136 GMT 25 Jan 93 


[By reporter Lu Yongjian (7773 3057 1696)]} 


(Text] Beijing, 25 Jan (XINHUA)—China’s agriculture 
showed a irend of steady growth last year. According to 
initial statistics compiled by the State Statistics Bureau, 
the total agricultural output value in 1992 was 865 
billion yuan, up about 4 percent from 1991 if calculated 
according to constant prices. 


The statistics report shows the following increases in the 
output values of agriculture, forestry, animal husbandry, 
sideline production, and fishery in 1992, as compared 
with 1991: 1.2 percent in crop cultivation, 2.7 percent in 
forestry, 6.1 percent in animal husbandry, 8.9 percent in 
sideline production with the development of village and 
town enterprises, and 9.5 percent in fishery. According 
to analysis by statistics experts, the agricultural develop- 
ment in China last year was due to the acceleration of 
economic structure, the overall economic development, 
the readjustment of rural production and agricultural 
product mix, and the attention paid by the governments 
at all levels to scientific and technological application in 
agriculture. 


China, a major producing country of agricultural and 
animal husbandry products in the world, scored 
increases last year in all major agricultural and animal 
husbandry products, except cotton and oil-bearing crops. 
The total grain output in 1992 was 442.57 million 
tonnes, up 1.7 percent from 1991. According to the 
experts concerned, the increase of grain output was due 
to the increase of per-unit-area yield. The output of pork, 
beef, and mutton continued to increase for 14 consecu- 
tive years and reached 28.6 tonnes in 1992, up 5 percent 
from 1991. The output of aquatic products last year was 
14.6 million tonnes, up about 8 percent as compared 
with the year before. 


According to the experts, the 1992 grain harvests, in 
addition to satisfying the market demand, yielded 
some surplus grain for the country’s grain reserve. 
Although the 1992 cotton production was slightly 
smaller than the previous year, it satisfied the needs of 
the country’s economic development. In 1992, there 
were also some surpluses of oil-bearing seeds, sugar 
crops, bast fibers, and cured tobacco. Meat and aquatic 
products are continuing a strong increasing trend this 
year, promising more nonstaple food for the people’s 
“shopping baskets.” 
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— Governor Says Jilin Cashed All IOU’s by 15 
an 


SK2101063093 Changchun Jilin People’s Radio 
Network in Mandarin 1030 GMT 20 Jan 93 


[Text] The provincial government held a news briefing 
today. Vice Governor Wang Guofa released news that all 
circles of society were deeply concerned about. That is, 
in line with the demands set at the two central confer- 
ences, Jilin had by 15 January cashed all the IOU credit 
notes issued to peasant households during the purchases 
of grain and oil-bearing crops. 


The provincial party committee and government have 
attached great importance to the two central conferences 
and have adopted a series of intensive measures. Thanks 
to the active efforts of the leading comrades at all levels 
and pertinent departments of the province, the state 
contracted purchases of grain and oil-bearing crops had 
been completed by 15 January. A total of 9.5 billion kg of 
grain were purchased, of which 4.13 billion kg were 
purchased under contract, and the remaining 5.37 billion 
kg were purchased at the negotiated price. A total of 265 
million kg of oil-bearing crops were purchased. The IOU 
credit notes worth 640 million yuan issued to peasants 
who sold grain and oil-bearing crops by the end of last 
year have all been cashed. Since the beginning of this 
year, funds have also been allocated for the purchases of 
grain and oil-bearing crops, and peasants selling grain or 
oil-bearing crops could by and large have the accounts 
settled on the spot. 


Wang Guofa pointed out: Peasants still have a consider- 
able amount of surplus grain and farm and sideline 
products to be sold. To ensure that peasants selling grain 
can have the accounts settled on the spot, governments 
at all levels and all pertinent departments should make 
continuous efforts to strengthen three aspects of work 
and to ensure one thing. That is, they should strengthen 
examination and supervision; strengthen the coordina- 
tion between different departments; and strengthen the 
measures for the allocation of funds and improve service 
quality; and they should ensure that all the surplus grain 
and farm and sideline products that peasants want to sell 
are purchased. 


Sichuan Completes Repayment of All IOU’s to 
Peasants 


HK2201151093 Chengdu Sichuan People’s Radio 
Network in Mandarin 2300 GMT 15 Jan 93 


[Text] Party committees and governments at all levels in 
the province have adopted realistic and effective mea- 
sures to cash the IOU’s and promissory notes held in the 
hands of peasants. As of yesterday, the province has 
honored all such IOU’s. 


Attaching great importance to the cashing of IOU’s, 
party committees and governments at all levels have 
treated it as a major issue in line with the implementa- 
tion of the spirit of the 14th party congress, rendering of 
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solid service to the people, and consolidation and pro- 
tection of the great situation marked by social stability 
since the introduction of reform and opening up, and 
they have adopted effective measures: 


1. Earnestly implementing the spirit of the urgent direc- 
tive issued by the two offices of the State Council as well 
as the spirit of the two emergency telephone conferences 
convened by the provincial committee and the provin- 
cial government. Full implementation of the system of 
responsibility by leaders and by departments. 


2. All principal leaders should lead work teams in going 
down to the grass roots to carry out supervision and 


inspection. 


3. All departments concerned should work hand in hand 
to devise ways to honor all IOU’s and promissory notes. 
At present, all existing IOU’s have been fully cashed. 
Steps have also been taken regarding payment of IOU’s 
by post, while efforts are presently being undertaken to 
clear up outstanding debts. 


— Output Value Reaches 865 Billion 
uan 


OW2501073293 Beijing XINHUA in English 
0713 GMT 25 Jan 93 


[Text] Beijing, January 25 (XINHUA)—China’s agricul- 
tural output value in 1992 reached 865 billion yuan (150 
billion U.S. dollars), four percent more than in the 
previous year in terms of constant prices, according to 
the State Statistical Bureau. 


Initial statistics show that compared with 1991, the 
Output value of crop-planting increased by 1.2 percent, 
forestry by 2.7 percent, animal husbandry by 6.1 percent, 
sideline production by 8.9 percent, and fisheries by 9.5 
percent. 


Experts attribute the increases to the quickened pace of 
the country’s economic reform, the restructuring of rural 
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industries and product mix, and the attention the gov- 
ernments at various levels paid to science and tech- 


nology. 


In 1992, China’s grain output amounted to 442.57 
million tons, 1.7 percent more than in the previous year. 
The output of pork, beef and mutton reached 28.6 
million tons, showing a five-percent increase while the 
output of aquatic products increased by eight percent to 
reach 14.6 million tons. 


However, the output of cotton and oil-bearing crops 
dropped. 


Information Network for Farm By-Products 
Established 


OW2212143292 Beijing XINHUA in English 
1239 GMT 22 Dec 92 


[Text] Beijing, December 22 (XINHUA)—China’s first 
nationwide information network for farm by-products 
was set up here today. 


According to an official with the information center 
under the State Ministry of Commerce, the network 
system will adopt the most advanced information and 
telecommunication technology and collect the latest 
information about the price, supply and demand, the 
trend of consumption of farm by-products from various 
channels of the state’s concerned departments, informa- 
tion organs, wholesale transaction markets, large-scale 
vegetable markets as well as the production bases for 
farm by-products at the provincial, prefectural and 
county levels. 


The official said members of the information network 
across the state may pick up or inquire about the daily 
marketing situation of farm by-products and supply and 
demand information at any tirne. They can conduct spot 
transaction and futures trade of farm by-products 
through the information center. 


The official said the network will surely play an active 
role in promoting the production and marketing of farm 
by-products, and it is also expected to help open up 
international markets for such products. 
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Chen Hong Discusses Rural Old-Age Insurance 


93CM0124A Beiiing ZHONGGUO SHEHUI BAO 
in Chinese 1 Dec 92 p 2 


[Article by Chen Hong, vice minister of civil affairs: “On 
Old-Age Social Insurance in the Countryside With Chi- 
nese Characteristics”) 


[Excerpts] Now, a lot of studies have been made on 
old-age insurance in the countryside. But what is the 
old-age social insurance system in the countryside with 
Chinese characteristics? On this question, there is still no 
consensus of opinion. [passage omitted] 


fo Seeaaas Cf Senate coal Samsane: system 
countryside is an objective requiremen 
continuing rural reform. i : 


With the remarks made by Comrade Xiaoping during his 
southern sojourn as a hallmark, China’s reform and 
opening-up drive has entered a new stage. In rural 
reform, old-age insurance is a significant supplementary 
project, which should be put into practice as soon as 
possible. The reasons: (1) China’s countryside is faced 
with challenges due to an aging population. Now, there 
are more than 70 million old people at or above 60 years 
of age in the countryside, accounting for over 8 percent 
of the rural population. Rural society is going to become 
one of the old-age type. According to forecasts, the 
number of old people will reach a peak between the 20’s 
and 30’s of the next century, when over 20 percent of the 
population will be old. Providing support for the aged 
has already become a serious social problem. Unless 
prearrangements are made to lay up sufficient reserves 
for supporting the aged, this problem will seriously 
hurdle our economic development. (2) Old-age insurance 
is necessary for population control. The idea that one 
needs a son to take care of his old age and that more 
children mean greater happiness are a main reason for 
the swell of population in rural areas. The continuous 
growth of population has offset a sizable part of our 
achievements in economic development and hindered to 
a considerable extent the raising of the people’s per- 
capita income and the improvement of the nation’s 
comprehensive strength. Establishment of an oid-age 
social insurance system in the countryside will change 
such ideas as having a son for one’s old age and thus 
facilitate the implementation of the family planning 
policy. (3) The rural people’s consumption should be 
properly guided. In recent years, some rural areas have 
seen people competing with each other in building new 
houses and spending money extravagantly for weddings 
and funerals. Also, superstitious activities prevail in 
some localities. Irrational spending has reduced the rural 
people’s capacity for sustained development of produc- 
tion. Establishment of an old-age social insurance system 
in the countryside can guide the rural people’s consump- 
tion onto scientific and rational tracks. This will not only 
solve the problem of supporting the aged, but also serve 
to accumulate large amounts of funds for national con- 
struction. (4) More problems have appeared in relying on 
families to provide support for the aged. Due to the 
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current trend toward smaller families and the generation 
models of 4-2-1 and 4-2-2, the problem of supporting the 
aged has become increasingly stziking. If people lay up 
some money for their later years while they are still at the 
working age, their children’s burden in the future will be 
greatly lightened. This will eliminate family problems 
and help ensure social stability in the countryside. 


With economic development and changes in the produc- 
tion, labor, and family structures, establishment of a 
rural old-age insurance system has become an urgent 
demand of the broad masses of farmers. In some locali- 
ties, economic conditions already exist for establishing 
such a system. Statistics for 1991 showed that 844 
counties in China registered a per capita income of no 
less than 700 yuan. A number of affluent villages and 
towns have come into being even in localities known as 
poor areas. Rural saving deposits amounted to several 
hundred billion yuan. Many farmers had the ability to 
bear the financial burden of old-age insurance. They 
earnestly demanded and desired to have this welfare 
program. [passage omitted] 


II. Characteristics of China’s old-age social insurance in 
the countryside. 


China has 900 million rural people, accounting for 80 
percent of the nation’s population or 16 percent of the 
world population. Establishment of an old-aged social 
insurance system for farmers in the countryside covering 
sO many people is an unprecedented project in the world. 
[passage omitted] 


In setting up such a system, we should avoid three things: 
First, we should not solely rely on the state to bear the 
burden. China is still in the developing stage with a lot of 
things to do. Scores of construction projects need invest- 
ment, while the state has a rather tight financial budget. 
Under these circumstances, it is impractical to rely on 
the state to put a large sum of money into rural old-age 
insurance and take sole responsibility for providing 
support to old people. In the past China instituted a 
system in urban areas for the state and enterprises to take 
responsibility for social security insurance for staff mem- 
bers and workers. Now, this system is being reformed 
because of the increasing burden it has imposed on the 
state and enterprises. Since the rural population far 
exceeds the urban population, it is all ihe more imprac- 
tical for the state to take sole responsibility for rural 
old-age insurance. Second, we should not put all the 
burden on collectives. In the rural economy, the prin- 
cipal financial source is collectively owned township 
enterprises, but only a few localities have well-developed 
township enterprises. Judging from the rural situation as 
a whole, it is impossible to rely solely on the collective 
economic sector to take care of old people. Even in 
localities with well-developed township enterprises, we 
cannot count on the collective sector to do this because 
the enterprises have to face the risks involved in their 
operations, the aged population is growing sharply, and 
there is a high mobility of farmers engaged in industrial 
work. Third, we should not follow the high-welfare 
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example of the West. Now, Western countries are 
heavily burdened with welfare programs. But because 
welfare is a rigid target, the government can hardly slash 
it, and as a result, a vicious cycle has appeared. We 
should draw a lesson from the experience of these 
countries. Besides, in setting up the new rural old-age 
insurance system, it is imperative to avoid vying with 
each other to raise standards. Insurance premiums as 
well as benefits should be kept at a low level. The 
purpose of this insurance should be to guarantee the 
basic subsistence of the aged. 


This insurance system requires three combinations: 
First, individuals, collectives, and the state must com- 
bine their efforts to raise funds. The main source of 
funds should be the insurance premiums paid by indi- 
viduals, supplemented by contributions from collectives, 
while the state should make policies to support this 
system. The absolute number of old people in the coun- 
tryside is already considerable, and it will multiply 
during the coming years when an old population boom is 
expected to appear. This means a large expenditure is 
required to support the aged. Fortunately, with the 
development of the rural economy, many farmers have 
the ability to bear the financial burden of developing this 
insurance system. Therefore, relying on insurance pre- 
miums paid by individuals as the main financial source 
is not only necessary but also feasible. Collectives should 
offer a financial subsidy in line with their economic 
conditions, while the state should work out and imple- 
ment appropriate policies to support the system. This 
will not only show the responsibilities of collectives and 
the state, but also make the insurance more attractive to 
the public. Second, social insurance must be combined 
with family support. In China, families are relatively 
stable units. It is a traditional virtue of the Chinese 
nation that each family takes care of the daily life of its 
old members. The Chinese Constitution, Marriage Law, 
and Inheritance Law all have provisions stipulating that 
children have the duty to support their parents. We 
should continue to give play to the role of families in 
supporting their old members and see to it that family 
support fills up the deficiency of social insurance in 
showing consideration for, taking care of, and giving 
warmth to old people. Experience of Western welfare 
countries ignoring the role of family support gives a 
profound lesson for us to learn. Third, old-age insurance 
must be combined with social relief, the “five guaran- 
tees” policy [policy that guarantees food, clothing, med- 
ical care, housing, and burial expenses for childless and 
infirm old people], and socialized service for the aged. 
Although old-age insurance will cover most citizens, 
there are still some poverty-stricken old people who need 
social relief and benefits from the “five guarantees” 
policy. As for socialized service, positive efforts should 
be made to develop this service so as to provide a sure 
guarantee for the old people’s well-being. 


This insurance system should keep to a unified principle 
and should be flexible. The old-age social insurance 
system in the countryside should be governed by only 
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one basic principle, and only one system should be 
carried out across the country. All the insured, whether 
they are farming, doing industrial work, or engaging in 
any other professions, should receive the same treat- 
ment. On the other hand, since social and economic 
conditions vary immensely from place to place, and an 
individual may have different personal conditions in 
different periods, we must take into account the different 
situations when implementing this insurance system. 
According to their incomes, farmers may pay their 
insurance premiums annually, quarterly, or monthly. 
They may also make advance or deferred payment. As to 
the amounts of premiums, there should be several dif- 
ferent categories for them to choose. They may switch to 
the higher- or lower-premium category as their economic 
conditions change. That is, they may pay the higher 
premium when they have more money and pay the lower 
premium when they have less money. However, the 
general trend is that their payment will go up with the 
development of the economy. As for the timetable for 
the establishment of this insurance system, localities 
with favorable conditions may go ahead of others. Where 
conditions are inadequate, the establishment of this 
system may be delayed. We should gradually increase the 
number of people covered by this insurance, develop and 
improve the system step by step, and through a few 
years’ efforts, make it a nationwide program. As for 
legislation, local laws may be enacted first, followed by a 
national law—in other words, the work may start from 
the bottom and go up. To sum up, this insurance system 
should not only be consistent and governed by a unified 
basic principle but should be characterized by flexibility 
and adaptability. 


This system should take root in the countryside and fully 
manifest a rural characteristic. Its basic management 
unit should be the county. Every county is a basic unit, 
which takes sole responsibility for accounting, fund 
management, and such work as using surplus to make up 
for deficiency. This insurance is for farmers, but the 
insured are limited to registered residents and commer- 
cial-grain producers. Funds should come mainly from 
individual farmers as well as village and town collectives 
instead of the state coffer. Farmers should hold the 
ownership of the insurance funds. In the account book, 
these funds should be recorded as belonging to the 
individual farmers concerned so as to set their minds at 
rest. The amount of pension should depend on the 
premium paid by the insured individual and the dura- 
tion of payment. This means that the more he pays, the 
more he gains, and vice versa so as to embody the 
principle of reciprocity between rights and obligations. 
Of course, appropriate mutual assistance is also neces- 
sary. In addition, people who live to a good old age 
should be accorded with lifelong insurance so that they 
may lead a comfortable life during their late years. 


The above proposals were set forth and formulated on 
the basis of China’s national conditions and the actual 
state of the Chinese rural areas and farmers. Of course, 
we should gradually consolidate and improve this insur- 
ance system while we are practically implementing it. 
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III. Establishment of a rural old-age insurance system is 
the government’s responsibility. 


As a main part of the social insurance system and the 
most fundamental element of the whole social security 
program, old-age social insurance concerns the overall 
work of reform and the stability of our country. It is a 
basic social activity required by the policy and a function 
to be carried out by the government. [passage omitted] 


With the development of the economy, the project of 
old-age social insurance in the countryside has been 
included in the agenda of all leveis of government. 
Following the example of cities, some rich village and 
towns have instituted a retirement program for farmers 
by making enterprises and collectives totally responsible 
for defraying pensions. Beneficial to farmers as this 
program appears at present, it is actually a high-welfare 
program. With the passing of time, its drawbacks have 
begun to unveil. Now, in some localities, it is difficult to 
continue this program. More serious is that some local- 
ities have used large sums of accumulated collective 
funds to set up insurance programs for a few people. 
Such programs have created contradictions between 
cadres and masses, between principal and ordinary 
cadres, and between incumbent and retired cadres, seri- 
ously affecting party-mass and cadre-mass relationships. 
Reality demands that the government take as early 
action as possible to establish an old-age social insurance 
system to replace the above programs so as to harmonize 
the relationships between various parties, prevent new 
contradictions, and create a favorable social environ- 
ment for the four-modernization drive. 


The party Central Committee and the State Council 
attach great importance to the reform of the social 
insurance system. In accordance with the State Council’s 
decision and demands on this reform, the Ministry of 
Civil Affairs has worked out a county-level plan for 
old-age social insurance in the countryside, which has 
already been put into practice in some localities. The 
plan, catering to the people’s will and desire, is backed by 
all levels of government and supported and welcomed by 
the broad masses of rural people. Now, more than 800 
counties (cities and districts) across the country are 
Carrying out this plan on a trial basis, and the total of the 
insured has exceeded 7 million. In great delight, the 
masses of rural people said: “‘This is an old folks’ home 
without an enclosing wall. The party and government 
have provided us with a dutiful son.” As a matter of fact, 
where rural old-age insurance is run successfully, there 
are closer party-mass and cadre-mass ties, social mores 
are better, and the family planning policy is well imple- 
mented. In Mouping County of Shandong Province and 
Wuchang County of Wuhan City alone, nearly 1,000 
rural people who are permitted to have two children 
have now pledged not to bear the second child. 
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New Police Patrol System Set Up 


93CM0114A Hong Kong LIAQWANG [OUTLOOK] 
OVERSEAS EDITION in Chinese No 48, 
30 Nov 92 pp 10-11 


[Article by Yao Lishi (6008 0500 4258): “China Starts 
To Establish a New Police Patrol System”} 


[Excerpts] In accordance with the new situation of 
reform and opening to the outside world, large- and 
medium-sized cities in China, beginning from October 
1991, started to gradually establish a new police patrol 
system. This move has not only enhanced the urban 
police’s ability to react rapidly to emergencies, and 
improved the stability of the public order of society, but 
also the police can relieve the anxieties of the masses and 
solve difficulties. Thus, it has won unanimous commen- 
dation from all circles of society. 


Following reform and opening to the outside world, 
there was a sharp increase in China’s floating population, 
thus the management of social public security faces new 
challenges. For instance, the number of criminals who 
commit crimes by fleeing hither and thither has gone up, 
and crimes committed by those entering Chinese terri- 
tory worsen with each passing day. This has presented a 
difficult adjustment for mainland China’s public secu- 
rity management practices, which have basically focused 
On a quiet state, and reform could not be carried out. 


Therefore, as early as the first half of last year the 
Ministry of Public Security started to reform the public 
security management system, and by focusing on the 
establishment of a new police patrol system required that 
the system be set up within a year or two throughout the 
country’s large- and medium-sized cities, particularly 
municipalities directly under the central government, 
provincial capital cities, and cities individually listed in 
plans. 


Later more than 10 large- and medium-sized cities such 
as Shanghai, Beijing, Tianjin, Tangshan, Shenzhen, 
Fuzhou, Shenyang, and Suihua set up a new police patrol 
system one after another. The patrol police equipped 
with police apparatuses and communications tools exe- 
cute their duties during all types of weather on the streets 
and lanes of cities. 


Zhu Jiahua [2612 1367 5478], deputy director of the 
Public Security Bureau of the Ministry of Public Secu- 
rity, told our reporters a few days ago: The establishment 
of a new police patrol system is a new move the public 
security organs have made to serve reform and opening 
to the outside world. It is different from the original way 
of primarily relying on the masses and joint defense by 
the two in public security. The new system emphasizes 
deployment of the police force on the streets, patrolling 
the streets with police as the main body, and combined 
patrolling by the four kinds of police force, namely the 
unrest control police, public security police, traffic 
police, and armed police. At present, the more than 10 
large- and medium-sized cities that are enforcing the new 
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police patrol system have preliminarily established com- 
mand centers, designated several police districts, and 
improved a series of rules and regulations. For example, 
the patrolling scope of the Shenzhen Public Security 
Bureau, which was initially started on | July of this year, 
begins from Wenjin Road in the east to Huafu Road in 
the west, and from Binhe Road in the south to Sungang 
Road in the north. Altogether 48 police districts have 
been designated, and limits of authority of the patrol 
police also have been specifically regulated. Tangshan 
Public Security Bureau worked out “Rules Governing 
the Execution of Duties by the Urban Public Security 
Patrols,” “Temporary Provisions Concerning the Han- 
dling of Circumstances in the Execution of Patrol 
Duties,” as well as a system of rewards and penalties, a 
system of attendance checkup, a system of communica- 
tions, and a system of feedback. The bureau also gave 
each patrol policeman a copy of “A Handbook of the 
Execution of Duties by Urban Public Security Patrols.” 


It is reported that the Ministry of Public Security is 
making active preparation to work out clear-cut regula- 
tions governing the tasks of patrol police, modes of 
patrolling, responsibilities and limits of authority, and 
Organization and commanding. The regulations will be 
made public when the time comes. 


Nowadays, groups of three to four patrol police can be 
seen at any time on the streets of Tangshan. They are 
neatly dressed, wear red pins on their chests, carry 
batons and walkie-talkies on their waists, radiating a 
heroic bearing. Deputy director of the Public Security 
Bureau Zhou He [0719 6320] said: “Starting from 16 
May this year, more than 30,000 patrol police composed 
of unrest control police, public security police, traffic 
police, and armed police have been patrolling night and 
day. Within more than four months, criminal cases and 
public security cases have reduced in numbers by a big 
margin compared with the past. Major and exceptionally 
serious criminal cases and major public security cases 
have not occurred since then on the key streets and 
districts controlled by the patrol police. 


Thanks to the comfjnation of both patrolling on foot 
and in motor vehicles, in addition to the advanced 
communications equipment, the command center can 
immediately direct ghe patrol police to the scene as 
soon as an emergenéy occurs. As a result, the urban 
police’s ability to react rapidly to emergencies has been 
strengthened. 


In Shenzhen Special Economic Zone, police patrolling 
was first officially started on | July this year in the 
downtown areas of Luohu and Futian, with good results. 
It is recorded in the “Patrol Police Information” edited 
and published by the Command Center of Shenzhen 
Public Security Bureau: From 8 to 13 July, seven pick- 
pockets, six gamblers, and one swindler were captured; 
four video cassettes and four sets of playing cards of 
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obscene nature, and two suspicious vehicles were discov- 
ered and seized; two lost children were found, and 90 
traffic accidents were handled ahead of time. [passage 
omitted] 


China has always experienced a serious shortage of 
police, which accounts for about 12 per 10,000 people. 
But it is reported that the police force in some developed 
Western countries accounts for 30 per 10,000 civilians. 
After the enforcement of the new police patrol system, 
there have been greater inputs of police force, financial 
resources, and material resources. Zhu Jiahua, deputy 
director of the Ministry of Public Security of the Public 
Security Bureau and some policemen all believe that the 
operation of this system needs vigorous support from the 
whole society. 


Zhu Jiahua said: “A new system always needs a material 
base as its safeguard. Although a partial police force can 
be drawn from the reform of public security institutions, 
after all it is limited. The fundamental solution still lies 
in an increase of police force and funds.” 


Under the circumstances that police force and funds 
have not yet been increased today, how to further 
establish and improve the new police patrol system is a 
problem, which the Chinese police and all walks of life of 
society need to urgently solve and to be concerned about. 
It is reported that Shanghai Municipality added an 
authorized number of 4,500 people to the public security 
department last year. 


Development of Non-Public School System 


93CM0113A Beijing ZHONGGUO JIAOYU BAO 
in Chinese 24 Nov 92 p 2 


[Article by reporter Tang Jingli: “A Deep Perspective of 
Non-Governmental and Private Schools”’} 


[Excerpts] Prior to implementation of reform and 
opening up policy, ordinary people always believe that 
education is something which ought to be taken care of 
by the state. However, right now the increasing number 
of nonpublic schools of various types has gradually 
changed China’s unitary system of running all schools by 
the state. Quietness has been broken, and people have 
begun to pay more attention to and think more about 
this change instead of ignoring and wondering about it. 


In Shanghai, nongovernmental and private schools have 
mushroomed along the Huangpu River at an alarming 
speed. The Shanda University, the Xinshiji Middle 
School, the Xinshiji Primary School, the Private 
Mingzhu Middle School, the Private Yangbo Senior 
Middle School, the Yangbo Foreign Language Primary 
School and others have emerged one after another 
almost overnight. In spite of the high tuition fees, there 
is always an endless stream of applicants who try to 
enroll themselves. 
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Zhejiang is a province where nongovernmental and 
private schools had an early start. Right now, there are 
46 private middle and primary schools for general edu- 
cation and 791 kindergartens. Wenzhou ranks top in the 
province in this connection. In the city, there are eight 
private senior middle schools with a total enrollment of 
3,000 students, accounting for 10 percent of the total 
number of senior middle school students in the city. The 
development of nongovernmental and private kindergar- 
tens in Wenzhou is even more vigorous. There are a total 
of 1,695 kindergartens (classes) with more than 9.8 
million children enrolled, making up 84 percent of the 
total number of children enrolled in the whole city. 


Statistics show that by the end of 1991, there were 1,199 
nongovernmental and private middle and primary 
schools for general education in the country including 
544 middle schools and 655 primary schools. As for 
geographical distribution, schools were located in coastal 
regions as well as inland areas. However, there were 
more such schools in Sichuan, Guangxi, Hunan, Zhe- 
Jiang and other regions. After comrade Xiaoping’s talks 
which he gave in 1992 during his tour in Southern China 
were made public, the voices to call for educational 
reform have become louder and louder in society, and 
nongovernmental and private schools have since mush- 
roomed. 


The practice of running private schools has reached the 
college, middle and primary school and kindergarten 
levels. There are full-time and half-day schools with 
records for formal schooling as well as schools for 
continuation education without any record for formal 
schooling aimed at broadening one’s knowledge, pro- 
moting literacy and enriching social life. School atten- 
dance remains flexible, and students may attend schools 
in various forms. They may be released from production 
to study in school or attend short-term training classes. 
They may choose to attend classes during daytime, or 
study in evening schools. 


2. 


[passage omitted] After liberation, the state regained its 
power to popularize education. Since then private 
schools were replaced by state-run schools. Right now, 
nongovernmental and private schools have once again 
flourished. Naturally they are stamped with the brand of 
= new era. In general, these schools can be classified as 
ollows: 


1. Nongovernmental schools (or private schools) with 
the support of state funds. For example, the No. 4 
Xibahe Primary School in Beijing is run by the Educa- 
tional Advisory Department of the Beijing Social Wel- 
fare Foundation. The Chaoyang District Education 
Bureau furnishes the school dormitory and pays one- 
third of the school’s administrative expenses, while the 
school raises the remaining two-third of the funds 
needed io run the school and purchase instruments and 
other school facilities. The situation is similar to that in 
Zhejiang’s Shuren University. 
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2. Schools jointly run by the government and the people. 
For example, the Lantian Middle School (a full-sized 
school) in Guangdong is jointly run by the Guangdong 
Society for Promoting Education and the Guangzhou 
City Education Bureau. They jointly administer the 
school with joint investments. The state makes invest- 
ments in building school dormitories, while the school is 
responsible for its own expenses on a contract basis. The 
school may raise funds on its own by collecting fees or 
using other measures to cover extra expenses. 


3. Nongovernmental schools of self-sufficiency such as 
the Private Ruian City Experimental Middle School. 
Founded in 1987, this school has built a school building 
with a floor space of 1,150 square meters with fund- 
raising fees and the tuition and other fees paid by 
students. 


Where does the money come from? Funds for these 
schools are raised in the following manner: 


A. Tuition and other miscellaneous fees. This constitutes 
the main resource of school funds. For example, the 
Shanghai Xishiji School charges 600 yuan, 800 yuan and 
1,000 yuan respectively per semester for its primary 
school, junior middle school and senior middle school. 
The eight private senior middle schools in Wenzhou City 
charge each student tuition fees ranging 300 to 450 yuan 
per semester. What attracts particular attention is the 
private Guangya Primary School in Sichuan which 
opened its doors on 18 September this year. The school 
charges each student 18,000 yuan fund-raising fee and 
4,200 yuan tuition and room and board fees per school 
year. Along with the high tuition and other expenses are 
open-type teaching, close-type administration and the 
system of providing all students with room and board for 
full-time study. Therefore, students scramble for this 
school. In short, the tuition and miscellaneous fees are 
usually determined by the student’s capability to pay and 
the needs in administering the school. 


B. Donations and funds raised in society. For example, 
the Wenzhou University is built with various types of 
investments totalling 18 million yuan, of which dona- 
tions from overseas Chinese in support of the university 
reach 13 million yuan. 


C. Government awards. For example, Wenzhou City 
gives certain awards to nongovernment and private 
schools with outstanding achievements, but such awards 
are limited. 


D. Bank loans. The Private Experimental Middle School 
in Ruian County obtained a loan of 100,000 yuan from 
the local bank for the development of its second-stage 
capital construction project. However, this channel is 
still narrow. 


Meanwhile, some state-run schools have been changed to 
nongovernmental ones. This kind of change is gradually 
becoming a trend. We must not overlook this trend. Such 
change concerning state-run schools can be summarized 
into four categories in terms of sui juris. 1. To run 
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schools on one’s own. For example, the No. | 1 school in 
Beijing’s Haidian District suggests that state appropria- 
tion for education be reduced, funds be raised by schools 
to pay salaries of teachers and staff workers, and schools 
be administered independently step by step. 2. To run 
schools as Sino-foreign joint ventures. The Huiwen 
Middle School in Beijing is financially supported by the 
Haiyu Group in Hong Kong. The Haiyu Group invests 
1.5 million yuan annually in support of the school. 3. To 
run schools jointly by the education bureau and the 
community committee. For example, the Shanghai Edu- 
cation Bureau provides the Kaiyuan Middle School in 
Shanghai’s Changning District with land and site, and 
the school is under its guidance, while the community 
committee in the district raises 100,000 yuan each year 
to run the school. When the school needs more money, it 
raises funds by charging students tuition and miscella- 
neous fees to meet additional expenses. 4. To turn 
state-run schools into nongovernmental ones. There are 
many examples in this category. For example, the 
Yangbo Middle School in Shanghai’s Zhabei District 
signed a contract with the education bureau in the 
district to accept public financial support, while 
becoming a nongovernmental school during the first 
year; to turn itself into a nongovernmental school while 
accepting public financial support during the second 
year; to run as a nongovernmental school while 
achieving self-sufficiency during the third year; and to 
return all public funds in support of the school and turn 
the school into a private one during the fourth year. 


In this connection, the principal of a well-known public 
school said: “Theoretically the emergence of private 
schools is an inevitable response in the field of education 
to the development of a market economy.” 


3. 


As everyone knows, education is an undertaking which 
requires an enormous amount of money. According to 
Statistics, the proportion of the total expenditure in 
education to the total national expenditure rose to 14.7 
percent in 1991 from 7.2 percent in 1978. However, 500 
million people are receiving education in China 
including 200 million for elementary education. There 
are so many people to be educated that there is simply 
not enough money to educate them. There is no way that 
the state can rely on itself alone to accomplish this task in 
education. We must let the people promote people’s 
education. The report of the 14th National CPC Con- 
gress pointed out: “It is necessary to devote more 
resources to education and urge all nongovernmental 
sectors to pool funds to open schools of different types, 
thus breaking up the state monopoly of education.” 


Compared with state-run schools, the most outstanding 
feature of the nongovernmental and private schools is 
that they can develop their own resources for education. 
a) Financial resources. According to a set of standards, 
the schools charge students fees to raise funds needed for 
operation. They no longer rely on state appropriation for 
education. b) Sources of students. The schools enroll 
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their own students according to their own standards in 
education. They are not restricted by the system of 
unified examination and student enrollment. c) Sources 
of teachers. The schools no longer need to follow the set 
pattern on personnel matters. They may hire teachers or 
retired teachers, or public school teachers to teach classes 
concurrently, or recruit qualified people in society or 
train teachers themselves. They pay teachers on an 
hourly basis, ranging from eight to 15 yuan per hour. d) 
Curriculum. To show their outstanding features, the 
schools may timely readjust their curriculum and peda- 
gogical plans to meet social demands. Freedom in devel- 
oping their own financial rescurces, enrolling their own 
students, hiring or training their own teachers and read- 
justing their own curriculum signifies the change of these 
schools’ operational mechanism to become more mar- 
ket-oriented instead of relying on state plans alone. This 
has greatly increased the vitality of the schools. 


In general, to organize nongovernmental sectors to run 
schools is a good supplement to the state education 
system. It may make good omissions and deficiencies, 
and satisfy the various requirements in education. It may 
also set examples to help state-run schools reform their 
administrative system. 


Naturally, there are only a handful of private schools 
right now. In 1989, Beijing announced the “Views on 
Encouraging Various Sectors in Society To Run Middle 
and Primary Schools for General Education.” However, 
only one private senior middle school has officially 
opened its doors as of now—the private Zhengze Middle 
School. In addition, only kindergartens, classes for pre- 
school education, vocational and technical schools and 
adult short-term training classes are nongovernment or 
private. The number of nongovernmental and private 
middle and primary schools for general education 
remains limited. 


The reasons are as follows: 


1. When nongovernmental sectors wish to set up middle 
or primary schools for general education, they need large 
amounts of money, and they must meet the material 
requirements. It will be difficult for ordinary people to 
achieve all this. 


2. When nongovernmental sectors set up middle or 
primary schools for general education, their capital turn- 
over rate is slow and their risk is high. It is hard to insure 
quality. In addition, they are not allowed to charge 
excessively high tuition fees. They can hardly make a 
profit. Sometimes they may even suffer financial losses. 
Ordinary organizations or individuals are unwilling to 
set up middle or private schools for general education 
unless they have an enormous amount of money or they 
want to run the schools for charity. 


Nevertheless nongovernmental and private schools have 
developed after all. There is no way that we can ignore 
their existence. Persons concerned suggest that regula- 
tions for the control of nongovernmental and private 
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schools be worked out as soon as possible and appro- 
priate preferential treatment be given to schools that 
provide compulsory education. 

the 


Gone are the days when people turned pale at 
mention of anything “private.” In general, the develop- 
ment of nongovernmental and private schools is healthy. 
It is a good supplement to state-run schools. However, 
there is plenty of room for improvement. For example, 
there is a shortage of steady supply of funds to run 
schools. Teachers are old, and school administration is 
chaotic. The tendency of over-emphasizing academic 
achievements is growing, and schools often overcharge 
students and so on. [passage omitted] 


Cai Cheng Calls for Legal Service Market System 
HK2301031293 Beijing ZHONGGUO XINWEN SHE 
in Chinese 0942 GMT 7 Jan 93 


[Text] Beijing, 7 Jan (ZHONGGUO XINWEN SHE)— 
Justice Minister Cai Cheng said today to over 100 
judicial and administrative officials at all levels from all 
parts of the country that it is necessary to set up a 
nationwide legal service market system suited to the 
socialist market economic structure so as to provide 
quality and highly effective legal services and strong legal 
guarantees for economic construction. 


At the ongoing national conference of judicial depart- 
ment heads and bureau chiefs, Cai Cheng summed up 
the establishment of the legal service market system into 
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four aspects: Develop and strengthen the ranks of law- 
yers, reform the notary structure, increase the vitality of 
township and town legal service institutions, and step up 
the management of legal service markets. 


According to statistics, in the first half of 1992, Chinese 
lawyers worked as legal consultants for 130,000 enter- 
prises, institutions, government organs, mass organiza- 
tions, and individuals, an increase of 15 percent over the 
same period the year before. By handling 250,000 eco- 
nomic legal cases, they helped enterprises avoid nearly 3 
billion yuan in losses. 


However, with the development of the economic situa- 
tion, the shortage of legal personnel has become more 
apparent. There is a need for the government to recruit 
as many lawyers in the country as possible, energetically 

the students studying abroad to return and 
work as lawyers, and attract senior specialists in banking, 
stocks, and so on to work as lawyers. 


Cai Cheng said: A number of professional lawyers offices 
can be set up on purpose in banking, intellectual prop- 
erty, real estate, international trade, taxation, insurance, 
and other departments. The offices are allowed to prac- 
tice the mechanism of selecting the superior and elimi- 
nating the inferior and carry out mergers. With the 
approval of local judicial organs, lawyers offices from 
other places may set up branch offices in economic 
development zones, special economic zones, bonded 
areas, and economically developed areas. 


Cai Cheng estimated that, by these means the ranks of 
Chinese lawyers will increase from 50,000 at the 
moment to around 100,000 by the end of the century. 
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Taipei, Beijing Nuclear Experts To Meet 
OW 1901100793 Taipei CNA in English 0807 GMT 
19 Jan 93 


[Text] Taipei, Jan. 19 (CNA)}—Republic of China [ROC] 
officials and nuclear specialists will meet their counter- 
parts across the Taiwan Strait for a discussion on the 
feasibility of storing nuclear waste from Taiwan’s 
nuclear power plants on the mainland. 


The discussion is expected to be a centerpiece of the 
1993 Chinese nuclear academic seminar, scheduled to be 
held March 4-5 in Beijing. 


The Taiwan side will be represented by a delegation 
comprised of scholars from National Tsing Hua Univer- 
sity, officials from the Taiwan Power Company, the 
Nuclear Energy Council of the Executive Yuan and 
representatives from the private Pacific Engineers & 
Construction Ltd. and the Ebasco-CTCI Corp. 


Participants from Taiwan will also discuss the possible 
impact on Taiwan from the two nuclear power plants in 
the coastal areas of the Chinese Mainland—the Qinshan 
nuclear power plant in Zhejiang province and the Daya 
Bay nuclear power plant in Guangdong Province. 


After the seminar, they will visit the Qinshan plant, 
100-percent locally-developed plant, and Daya Bay 
plant, currently being built by French companies. 


KMT To Nominate Candidates for Elections 


OW2101123493 Taipei CNA in English 0747 GMT 
21 Jan 93 


[Text] Taipei, Jan. 21 (CNA)}— The ruling Kuomintang 
[KMT] will have a simulated election on Jan. 27 to select 
its nominees for the next president and vice president of 
the Legislative Yuan. 


Party sources said that the party leadership would 
remain neutral in the voting as several legislators made 
clear their intention to run for the posts. 


Wang Ching-ping, the party whip, said that all party 
members should toe the party line after the voting is 
completed. 


While the KMT leadership seems to favor the incumbent 
President Liu Sung-fan to remain on the post with Wang 
as vice president, other factions have also been working 
to decide on their own candidates. 


Meanwhile, KMT Secretary-General Sung Chu-yu, met 
another presidency seeker Kao Yu-jen, who is currently 
a member of the central Standing Committee. Kao said 
that he would do his best to win the nomination. 
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Role of Gangsters in Elections 
93CMOI11SA Taipei TZULI WANPAO in Chinese 
30 Nov 92 p 2 


[Report by Chang Ming-hsien (1728 2494 6343): “Has 
the Underworld Become an Unavoidable Evil in Taiwan 
Elections?”} 


[Text] This year’s elections for the Legislative Yuan are 
especially fierce, and the status of underworld figures has 
risen accordingly. Underworld bosses have many under- 
lings at theiz command. Not only can they mobilize their 
followers to do campaign work, and deliver votes, but 
they can also provide candidates with armed protection 
against intimidation and extortion. This year, some 
candidates are even more straightforward, by directly 
seeking big name gang bosses to take charge of their 
campaign, so as to protect their power base, establish a 
sphere of influence, and warn others not to cross their 
boundaries by soliciting or buying votes in their terri- 
tory. This trend sometimes makes it hard to tell if one is 
voting for a candidate, or for the crime boss who is 
standing behind him. 


While this reporter was touring central and southern 
Taiwan gathering information, he observed, through the 
assistance of a friend, an instance of pre-election activity 
by the underworld. This was a typical case of organized 
crime getting involved in electioneering. 


In a certain coffee house in southern Taiwan, a boss 
whose nickname is Tang Kui [3981 2981], was affably 
canvassing among his friends. “There are only 20 days to 
go until the election for the Legislative Yuan,” he said. “I 
hope you’ll all please support Mr. K.” He patted a friend 
on the shoulder, saying, “Just think how glorious it will 
be for all of us, if one of our boys can get elected to the 
Legislative Yuan!” 


His friends were noncommittal; they just smiled by way 
of answer. He told me privately that, in the last election, 
when Mr. K ran for city councilman, he contacted 30 to 
40 of his followers, armed with knives and guns, to help 
out, both by soliciting votes, and by serving as body- 
guards. In the end, Mr. K was elected. 


Two days later, Mr. K spread seven tables to fete his 
friends and street brothers, and spelled out what their 
rewards would be. 


Mr. K is in the construction business. As my friend 
“translates” it for me, this really means that he links the 
underworld with real estate speculation and sales. On the 
one hand, he can protect building sites from extortion, 
and on the other hand he has brothers who can help 
resolve disputes over real estate transactions. In addi- 
tion, Mr. K also works in the banking industry, and is 
going to run for chairman of the board of a certain credit 
cooperative. Meanwhile “Tang Kui,” who originally 
operated a gambling hall, now that he has attached 
himself to Mr. K, has magically transformed himself into 
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a building materials supplier, collected a gang of under- 
lings, and contracted to do a job for Mr. K. At the same 
time, he became a director of the said credit cooperative, 
and is responsible for arranging legal titles for accounts 
on behalf of Mr. K, and handling ballots for elections to 
the board of directors. His wife then established this 
coffee house, in place of the original gambling hall. At 
that moment, she was sitting at a nearby table, casually 
smoking and playing poker with her friends. Several 
NT$1,000 notes were scattered across the table. 


This scene is actually only a prelude to the penetration of 
organized crime into elections all over Taiwan. 


A young businessman in the Kaohsiung area, who has 
friends both in the underworld and in legitimate society, 
points out that there are presently about three or four 
big-name gang bosses in the Kaohsiung harbor area, and 
about 10 smaller bosses; and one could say that all of 
them have been recruited by various candidates for the 
Legislative Yuan. Because of this, Wang Chi-hsiong 
[3769 1807 7160}, an incumbent in the Legislative Yuan 
whose power base has been entirely pulled out from 
under him, is quitting the race in despair. Each of the 
various bosses sticks with his own man, carving out his 
own sphere of influence, and respecting the territory of 
the others. For the time being, they are maintaining a 
balance of terror, and have an unspoken agreement not 
to interfere with one another. “It’s just that no one can 
predict when something will happen,” worries the young 
businessman. 


This businessman and university graduate, who can 
recite “the book” on the local hoodlums by heart, says 
that Xi Wu [6932 0063], who was head of the “Seven 
Worthies Gang” in the old days, is one of the well-known 
gang bosses who got into politics in the Kaohsiung region 
long ago. More than 10 years ago, Xi Wu was 
“entrapped” by the local authorities into calling out a 
mob of his underlings to mix with the crowd at a 
non-KMT rally. They took the lead in beating up some 
military policemen, giving the ruling party a legal excuse 
to arrest the nonparty people. This was the “Formosa 
Incident” that happened in Kaohsiung that year. 


A relative of “Xi Wu” points out that he still feels 
remorse over that old incident. Afterwards, there were 
two attempts to assassinate him. In one of them, 17 shots 
were fired at him, but he miraculously survived. Now, he 
has washed his hands of criminal activities, and serves as 
a deacon at a Matsu temple. 


The young businessman says, with irritation, that 
Kaohsiung has become like Chicago. The underworld 
has long since, and thoroughly, penetrated every political 
and economic activity. The bosses, elected officials, and 
businessmen commonly form a troika. Someone like 
him, who has come into Kaohsiung from elsewhere to do 
business, and who hasn’t yet formed a connection with a 
criminal boss who will be his patron, had better just 
forget about getting along there. 
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When Lin Hung-tsong [2651 1347 1350], a member of 
the Legislative Yuan, was setting up his campaign head- 
quarters, Yang Shuang-wu [2799 7175 0063] sent him 12 
pairs of congratulatory wreaths. Another candidate for 
the Legislative Yuan, Kuo Chin-sheng [6753 6855 3932], 
then invited Shih Chong [2514 6988], senior leader of 
the “Northwest Gang,” to serve as titular head of his 
campaign. But nowadays, Yang Shuang-wu is locked up 
at Tucheng awaiting trial, and the influence of the 
“Northwest,” “Seven Worthies,” “Sand Land,” and 
other old-line gangs has declined. Therefore, this kind of 
action serves only to enhance a candidate’s cachet. The 
real power in the underworld is a fierce group of younger 
generation bosses, from 30 te 40 years of age. They are 
the ones who really play the main role in this year’s 
elections. 


The Hsiang Ting [0288 0002] Construction Consortium 
is run by “A Ta” [7093 6671], a big crime boss. “A Ta” 
was once locked up because of the Lin Pien arms 
smuggling case. As a major hoodlum, he was -lso 
reported for management and training during the “deci- 
sive blow” against organized crime. At present, he is 
serving as senior partner in the said consortium, and is 
managing real estate and financing (i.e., loansharking). 
His wife is also a formidable character, who is in the 
habit of carrying a gun all the time. In this election, “A 
Ta” urged “Ao Tu” [1159 0956], “Lu Ku” [7216 7539], 
and other well-known gangsters to campaign for candi- 
dates endorsed by the consortium. 


The Hsiang Ting Consortium also has, under its banner, 
“Ma Sha” [7456 5446] and other bosses who are mem- 
bers of the city council. These city councilmen regularly 
invite their underworld friends to gamble in the offices 
of organizations subordi:: ‘te to the city council. It is said 
that the ante is NT$200,U.»), and it is very common to 
win or lose NT$100 million at a sitting. 


At election time, the bosses of the Hsiang Ting Consor- 
tium turn out all their forces, and mobilize fully. It is 
pointed out that the borough and neighborhood chiefs in 
their territory, have received silver and gold Rolex 
watches, and trips abroad, as “down payment gifts.” 


The Y Consortium, the electoral rival of the J Consor- 
tium, also has the power of more than NT$10 billion at 
its disposal, and moreover has such big bosses as “A 
Hong” [7093 3163] to protect them. Rumors are thick in 
the area that the Y consortium has already set aside 
NT$1 billion to fight this election, and its personnel are, 
at present, copying lists of voters everywhere (so that 
they can buy votes on the eve of the election). To avoid 
getting in each other’s way, the J and Y Consortiums, not 
long ago, discussed demarcating their spheres of influ- 
ence, making clear that no boundaries should be crossed, 
in soliciting or buying votes. 


The Z Consortium, which is in another electoral district, 
has also enlisted ““A Ta” to campaign for them in this 
election. At the same time they have also respectfully 
invited the two big bosses ““Nai Ching” and “Ch’iu 
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Lang” '4428 8745] to take charge. “Nai Ching” ordi- 
narily n ages a dance hall. He is well known in the area 
as a violent character. An who is <iose to him 
says, that if “Nai Ching” comes forward to deal with a 
dispute, once he is angry, he will pull out his gun and 
shoot before two words are spoken. His violence has 
made a name for him in the underworld. ““Ch’iu Lang,” 
however, runs businesses of a special kind, such as hot 
baths, rooms equipped with television and karaoke, and 
bars. He is preparing to run for city councilman next year 
or the year after that. 


When a candidate for the Legislative Yuan enlists the 
underworld to run his campaign, he has two motives. 
One is to block other candidates from buying votes in his 
territory. The other is to keep an eye on, and control 
over, the borough and neighborhood chiefs on whom he 
depends. For instance, if they take money for buying 
votes, and then the vote count doesn’t come out as one 
might desire, he can exact retribution. 


This year, in Kaohsiung, a borough chief named Huang 
Lien-fa [7806 6647 4099] was shot to death. Rumor has 
it that he was a casualty of a dispute between the Z 
Consortium and the K Conglomerate, over bribery in 
last year’s elections for the National Assembly. Because 
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of this, this year Mr. K is inviting underlings from far 
and wide to work in the campaign. 

The underworld has been involved in elections for a long 
time; one could say that elected officials and underworld 
figures come together out of mutual need. Elected offi- 
cials need the armed protection, and human resources, of 
the underworld when they run for office. The under- 
world, on the other hand, is usually engaged in special 
lines of business, so if something goes wrong, they always 
need elected officials to intercede with the police on their 
behalf. But the underworld rarely troubles candidates of 
the Democratic Progress Party [DPP], because they have 
nothing in common with them. Sometimes, they even 
volunteer to support DPP candidates for idealistic rea- 
sons. In general, they look for wealthy and influential 
candidates, who depend on bribery to get elected, and 
join forces with them, to buy votes more effectively. 


The underworld, and election by bribery, have already 
become part of the political culture in Taiwan. Any 
thorough reform must depend on an awakening among 
the electorate, in refusing to accept vote-buying, and 
diminishing the effectiveness of bribery, so that candi- 
dates will be unwilling to spend money to buy votes, and 
the underworld will have no place to attach itself. Only 
in this way will Taiwan’s political culture become clean. 
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Political Situation in 2001 Speculated 
93CM0117A Hong Kong MING PAO YUE-KAN 


[MING PAC MONTHLY] in Chinese No 324, 
Dec 92 pp 51-52 


[Article by Cheng Yu-shuo (6774 1342 4311), director, 
Institute of Humanities and Social Sciences, Hong Kong 
City College of Science and Engineering: “Advent of 
Genuine Democracy in Hong Kong—Hong Kong’s 
Political Situation in 2001”) 


[Text] The development of Hong Kong’s political situa- 
tion in the year 2001 will hinge to a great extent on 
political development in China. When China’s form of 
government is gradualiy transformed from a totalitarian 
government to one of authoritarianism, it will naturally 
exhibit a greater tolerance toward “one country, two 
systems.” If Hong Kong is to enjoy genuine democracy, 
there must be genuine democracy rooted in China. This 
process is quite likely to take 20 or 30 years because only 
through such a period of time can conditions favorable 
to democratic reform be created step by step—the devel- 
opment processes of Taiwan and South Korea are glaring 
examples. These conditions include the expansion of 
freedom of speech and the press, the realization of 
freedom of assembly and association, the development 
of information facilities, the continuous growth of the 
middle class, and the improvement of the people’s 
education at large. 


Before a truly democratic form of government is estab- 
lished, nothing could be more important to the Hong 
Kong residents than preserving the freedoms and rule of 
law (including guarantee for judicial independence) they 
are now enjoying. To achieve this goal, there must be a 
sufficient counter force within the political system to 
supervise the government, and it is imperative to reso- 
lutely safeguard the freedom of the press. Each and every 
Hong Kong resident should make an effort for this. 


According to our present observation, the Chinese lead- 
ership has sincerity in carrying out the Sino-British Joint 
Declaration and the Basic Law. If China is furthering its 
reform and opening-up program, it may be more flexible 
in dealing with issues on “one country, two systems” and 
give even greater freedom to the Hong Kong govern- 
ment. Nonetheless, since the signing of the Sino-British 
Joint Declaration, there has been no remarkable 
improvement of the state of distrust between China on 
the one hand and Britain and Hong Kong on the other. 
Moreover, the Tienanmen Square incident has intensi- 
fied their suspicion against each other. Because of the 
Peking government’s lack of confidence in the Hong 
Kong government and people, hidden factors do exist 
that may induce China to intervene in Hong Kong’s 
affairs. Additionally, concern about Hong Kong shown 
by the international media and Western human rights 
Organizations is bound to increase the Peking govern- 
ment’s anxiety and skepticism. 


On the other hand, some industrial and commercial 
leaders and major organizations in Hong Kong have won 
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a degree of trust from the Chinese leadership in recent 
years. The question is how to enable these industrial and 
commercial leaders and organizations to enhance Sino- 
Hong Kong goodwill and foster a tacit understanding so 
that the Chinese leadership will know that the Hong 
Kong residents have no intention of jeopardizing the 
security of the Chinese Communist regime and 
impairing China’s vital interests, thereby lessening the 
Peking government’s suspicion against Hong Kong. This 
is a task that people who are concerned about Hong 
Kong’s future should be devoted to in the years to come. 
The importance of such an effort will not diminish even 
in 2001 and ensuing years. 


By the end of this century, political party organizations 
in Hong Kong will be in a better shape. The pro-China 
Organizations must firmly hold a majority of seats in the 
Legislative Council if they want to defend China’s basic 
interests and ensure the stability of the government of 
this special administrative region. On the other hand, the 
Hong Kong governor’s latest policy address has set forth 
a new proposal on the electoral system. If Hong Kong’s 
political system is further democratized, it is believed 
that Hong King’s business executives will be more inter- 
ested in local politics and in the elections at various 
levels. So far, however, the Cooperative Resource Center 
has not formed an official political party, not to mention 
setting up and developing organizations at the basic 
level. Furtherinore, if business executives think that the 
best way to sa eguard their own interests is to persuade 
Chinese leade:s rather than take an active part in Hong 
Kong’s political activities, then the local elections will be 
swayed by the political parties representing the interests 
of the grassroots stratum. In the absence of real compe- 
tition, the value of election is questionable. 


In accordance with the Basic Law and judging from the 
Peking government’s intention, I believe that the future 
administrative officer of the special region will be 
someone acceptable to both the Chinese government and 
Hong Kong’s business circles. I also predict that in 2000, 
although a number of political parties and groups will 
appear in the Legislative Council, they will in all proba- 
bility form two big alliances—one in support of the 
government of the special administrative region, the 
other acting as an opposition faction. Chances are very 
slim for any leader of the United Democrats of Hong 
Kong or other “democratic” parties to become the first 
administrative officer. But if the Legislative Council 
election is further democratized in 1995, the “demo- 
cratic” parties will play the role of influential opposition 
parties. 


Since the direct election system was instituted in 1991, 
the Hong Kong residents in general have accepted the 
practice of ““democratic” parties overseeing government 
operations, and this practice has become a force to 
circumscribe the government. It is believed that resi- 
dents would like to see the same practice in 2001. (In 
Japan, opposition parties, even though long out of office, 
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can play a positive role in circumscribing the govern- 
ment, thus ensuring the effective operation of the dem- 
ocratic system). Suppose the Peking government, 
because of its reform and open policy, makes a signifi- 
cant change in its attitude toward Hong Kong’s political 
system, in other words if it is willing to see some 
democratic leaders assume the reins of government, and 
this is accepted by business circles, then the “demo- 
cratic” parties have to convince the Hong Kong elec- 
torate that their leaders do have the ability to take the 
helm. To learn the administration of government, they 
should play an active role from now on in the formula- 
tion of government policies. This means that they should 
know not only how to deal with the government but also 
how to bargain with it. They should neither take a 
“forever out of office” attitude nor just play the role of 
opposition “for the sake of opposition.” Of course, it is 
not completely without danger for them to do so because 
this might give the electorate the impression that they 
have been “assimilated by the government,” thus 
spoiling their image of independence. 


Freedom of the media and independence of judicature 
are important factors for the effective restriction of 
government dictatorship. In view of the ever-increasing 
“self-restraint” pressure that has appeared in recent 
years among the media themselves, if journalists want to 
safeguard the freedom of the media, they have no 
alternative but to redouble their efforts. Since Hong 
Kong became an open port, public opinion has always 
been the strongest force in circumscribing the govern- 
ment. Democratization of the political system will give 
more vitality to the media, while free and independent 
media will constitute a vital prop for the development of 
political groups and parties. But the fact is that with the 
growing economic relationship between China and Hong 
Kong, leaders of business circles, including media- 
controlling consortiums, naturally do not wish to offend 
Peking, and during the past year, many independent 
political magazines were purchased by consortiums. This 
is, indeed, a new development “worthy of attention.” 


Because of the close Sino-Hong Kong contacts in various 
fields, China’s pernicious corrupt practice will unavoid- 
ably spread to Hong Kong. Judicial departments, law 
professionals, police, and the Commission Against Cor- 
ruption, like journalistic workers, will feel a great pres- 
sure on them, while the rule of law in Hong Kong will 
face a stern challenge. As worms appear only on rotten 
wood, Hong Kong must redouble its efforts to gear up 
the work of wiping out embezzlement and promoting 
incorruptibility. 


Meanwhile, the end of the colonialist government’s rule 
will help the revival of nationalism and patriotism. It is 
quite possible that many intellectuals and professionals, 
because of their eagerness to contribute to the mother- 
land’s modernization, may accept Peking’s policies. This 
is due to the belief that only a strong motherland can give 
the greatest satisfaction to the local people after Hong 
Kong’s reversion to China. Finally, from now on until 
the end of this century, Hong Kong should reexamine its 
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social welfare programs. It is quite possible that the 
Hong Kong governor’s recent policy address preludes a 
new direction in this regard. First, should Hong Kong 
follow Singapore’s example to implement a public 
housing plan so as to benefit the middle class? This 
question is raised because the improvement of residen- 
tial environment is a vital task in raising the quality of 
the people’s life. Second, is Singapore’s compulsory 
all-people savings policy acceptable to the Hong Kong 
residents at large? The all-people savings are collected in 
the same way as taxes, and these savings, as a resource, 
are entirely administered by the government. Third, how 
should Hong Kong introduce an alli-people medical 
insurance program to benefit, among others, the elderly 
and relatively-low-income families? Fourth, by the year 
2000, a compulsory retirement security program will 
probably have been put into effect. Can the program’s 
provisions be amended? For instance, can the propor- 
tions of individual and government contributions be 
changed? 


All in all, further acceleration of Hong Kong’s economic 
development and political democratization is a hope 
that the broad masses of residents have placed on the 
current government. It is also their conviction that the 
government should play a more active role in improving 
the quality of the people’s life. Yet the reality is: Hong 
Kong’s political prospect is still unclear. Leaders of 
business circles have more say, but they proceed from 
the interests of business circles. Also, they want to 
restrict the expansion of the public sector so as to avoid 
excessive government expenditure. Because of the differ- 
ence between the expectations of the grassroots stratum 
and the view held by business circles about Hong Kong’s 
development and in view of the trend of increasing 
political democracy, how to balance the conflicting inter- 
ests of various sectors will be a new question that Hong 
Kong must face in 2001. 


Beijing’s Tactics in Current Sino-British Dispute 


93CM0131A Hong Kong TANGTAI 
[CONTEMPORARY] in Chinese No 21, 
15 Dec 92 pp 16-17 


[Article by Lu Tzu-chien (4151 1311 0256): “Faults in 
Chinese Communists’ Fighting Strategy Against Britain”} 


[Excerpt] [passage omitted] According to analysis, the 
Chinese Communists hold all the chips in this fight. 
Basically, I agree with this analysis. Since they have all 
the chips, they should not be regarded as a worthy 
winner even if they defeat the British authorities in Hong 
Kong. A review of the events over the past two months 
shows that the Chinese Communists failed to make a 
good start, and their strategy is marked with consider- 
able faults. 


From the Chinese Communists’ viewpoint, an “agree- 
ment” on the 1995 election was reached between China 
and Britain in the early 1990's. Judging from the letters 
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made public by both China and Britain, it may be 
somewhat exaggerated to say that an “agreement” was 
reached. At that time, however, the British side seemed 
to be willing to accept China’s stand. If we compare 
Britain's current view with its stance at that time, we will 
see that an apparent change has occurred. 


So the Chinese Communists’ accusation that the British 
side has gone back on its words may be an inflated 
charge, but is not at all groundless. On the other hand, it 
appears far-fetched that the Chinese side condemned 
Chris Patten’s political reform program as a violation of 
the Joint Declaration and the Basic Law. 


When the Basic Law was drafted, the Chinese side might 
have the understanding that the First Electoral Com- 
mittee would be organized in the same way as the Second 
Electoral Committee and the present election method for 
functional constituency wculd serve as an example for 
similar elections in 1997 and thereafter. But since the 
Basic Law has no provision on the electoral arrangement 
for the Legislative Council in 1995, the Chinese Com- 
munists at most can say that after 1997 Chris Patten’s 
program may not be dovetailed with the Basic Law. They 
= describe the program as a violation of the Basic 
wW. 


The accusation that Chris Patten’s program violates the 
Joint Declaration is even more unfounded. The Chinese 
Communists would have been able to arouse an echo 
from some Hong Kong people by blaming the British 
side for failure to keep its words. Now that they have 
exaggerated the blame and criticized Chris Patten’s 
program for violating the Basic Law and Joint Declara- 
tion, they can hardly win popular support from Hong 
Kong society; only a few people are blindly chiming in 
with them. 


Disputes over the question of political system have long 
existed. All along, many Hong Kong people have been 
seeking with persistence a more democratic political 
system than that stipulated in the Basic Law. Chris 
Patten’s program represents a step toward democratiza- 
tion. Whether Britain has promised anything to China is 
a matter of the British side and cannot be used as an 
excuse to suppress the wish for democracy cherished by 
the Hong Kong people. Therefore, it is natural that Chris 
Patten’s program has won a degree of support in Hong 
Kong society. 


However, the Chinese Communists have scathingly crit- 
icized everyone in support of Christ Patten’s program. 
Based on the above-mentioned exaggeration mindset, 
they have defined these people as a pro-British faction 
failing to keep to a firm national stand. 


What is more, the Chinese Communists have criticized 
those who have tried to mediate between China and 
Britain and who have denounced Chris Patten’s program 
but have not fully echoed the Chinese Communists’ 
words. 


JPRS-CAR-93-006 
2 February 1993 


By the traditional grading standard for united front 
work, the Chinese Communists’ performance cannot 
pass the test at all. They have been devoted to unneces- 
Sary attacks on the majority while doing almost nothing 
to win the intermediate forces. 


In fact, the Chinese Communists had done no work of 
persuasion before they officially criticized Chris Patten’s 
program. There was about two weeks’ time between 
Chris Patten’s policy address and his visit to Peking. 
However, the Chinese Communists did not use this time 
to clearly explain their stand to public figures of various 
communities. All they did was to launch an avalanche- 
like offensive through the media and published a series 
of articles full of nearly abusing words in pro-Beijing 
newspapers and magazines following Chris Patten’s visit 
to Peking. 


Not until recently did the Chinese Communists restrain 
to some extent their aimless strike at the majority and 
concentrate their attack on Chris Patten. Nonetheless, 
the previous indiscriminate strike has already given 
people a bad impression about the Chinese Communists 
and impaired many of the Chinese Communists’ social 
connections. 


The Hong Kong and Macao Affairs Office under the 
State Council has issued a statement denying the validity 
after 1 July 1997 of all contracts, indentures, and agree- 
ments signed or approved unilaterally by the British 
Hong Kong government. This is a typical example 
showing that the Chinese Communists can act by hook 
or by crook in order to achieve their goal. 


Apparently, such a statement has dealt a blow at the 
confidence of Hong Kong society. By doing this, the 
Chinese Communists obviously hope to make Hong 
Kong society fully aware that Chris Patten’s program 
may cause it to pay a price. But the fact is that even those 
who do not support Chris Patten will also suffer from the 
Chinese Communists’ action. Under these circum- 
stances, what is the difference between supporting Chris 
Patten and not supporting him? 


Perhaps, the Chinese Communists hope that the Hong 
Kong people will stop what Chris Patten is doing. The 
question is that once Chris Patten gets support from the 
Legislative Council, he can go ahead with his program, 
and only few in the Legislative Council support the 
Chinese Communists. 


As to forces outside the Legislative Council, it is hard for 
them to affect Chris Patten unless they resort to extraor- 
dinary means or create a turmoil. 


To sum up, the Chinese Communists have paid a very 
high price by using the strategy of hurting many to press 
Chris Patten. The Chinese Communists have dealt a 
blow at the confidence of Hong Kong scciety. The 
victims are primarily the Hong Kong people. The next 
victim is China itself; in no way is it Britain. Even if 
Chris Patten surrendered someday, both Hong Kong and 
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China would be badly sapped, and what the Chinese 
Communists won would be a Pyrrhic victory. 


The above-mentioned faults in the Chinese Commu- 
nists’ fighting strategy have their background. Exagger- 
ating criticism, striking at many, and acting by hook or 
by crook to achieve a goai were typical struggling tactics 
during the Cultural Revolution. Now that some two 
decades have elapsed and more than 10 years have been 
spent promoting reform and opening to the outside 
world, why are the Chinese Communists still using these 
strategies against Hong Kong? There is only one reason: 
Obsessed with the desire for power, the Chinese Com- 
munists cannot tolerate any challenge against their 
authority. An example was the 1989 democratic move- 
ment. Their unusual rude reaction to that democratic 
movement bore some resemblance to the way they are 
— with the issue of Hong Kong’s political system 
today. 


As for the recovery of Hong Kong’s sovereignty, the 
Chinese Communist’s primary concern is the transfer of 
power. They have never paid any attention to the will of 
the Hong Kong people. This is why all those democrats 
daring to criticize the Chinese Communists were able to 
score well in last year’s direct election. 


The faults in the Chinese Communists’ fighting strategy 
I have mentioned above may not be faults in the eyes of 
the Chinese Communists. But if they think soberly, they 
will see that the life of Chris Patten’s program could not 
be longer than two years, it contains nothing serious, and 
its effect on Hong Kong is actually limited. However, 
this Sino-British struggle will have a far-reaching influ- 
ence on the people’s minds. In 1967, the Chinese Com- 
munists launched a movement to “oppose Britain and 
resist tyranny.” Had they overthrown the British author- 
ities in Hong Kong at that time, they would have become 
completely unpopular among the Hong Kong people. 
Now, the Chinese Communists are in a much better 
situation than some 20 years ago. By the same token, 
even if they were able to overthrow the British authori- 
ties in Hong Kong this time, what advantage would they 
reap? 


Characteristics, Trends of Japan’s Direct 
Investment 


93CE0228A Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] in Chinese 
No 10, 30 Oct 92 pp 33-35 


[Article by Xiamen University Coastal Province Insti- 
tute’s Ning Zhiping (1337 2535 1627) and Sun Yu (1327 
3768): ““New Trends in Japanese Direct Investment in 
Horig Kong”’] 


[Text] In the postwar world, Hong Kong has consistently 
been a major area of Japanese capital inflow. Between 
1951 and 1989, Japanese overall direct investment in 
Hong Kong totalled $6.98 billion, making up 3.3 percent 
of overall world investment, and ranking sixth interna- 
tionally; as a portion of overall investment in Asia, this 
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totalled 19 percent, ranking second overall. What merits 
even more attention is the new upsurge in Japanese 
investment in Hong Kong that has arisen since 1986, 
which in a few short years has totalled $3.5 billion, or 
more than one half of the total of investment over the 
last 40 years. What are the driving forces behind this 
upsurge of investment? What are its characteristics? 
What are its prospects? These are the topics of this 
article. 


I. Forces Behind the New Upsurge in Japanese 
Investment in Hong Kong 


As a result of the rapid development of the postwar 
Japanese economy, and the fact that Japan’s economic 
strength has day by day become comparable to that of 
the United States and Europe, early in the 1970s, the 
exchange rate for the Japanese yen siarted to rise against 
the U.S. dollar, stimulating a surge of overseas Japanese 
investment, but the blow of the first oil crises led to a 
stagnation of Japanese investment in the mid-70s. As the 
1980s began, the Japanese economy grew stably, and the 
yen also became strong. In September of 1985, following 
the agreement on coordinated intervention in foreign 
exchange markets at the five-power monetary summit 
meeting, the value of the yen increased rapidly, and there 
was a very broad increase in Japan’s foreign investment. 
Since 1985, Japan’s foreign direct investment has on 
average exceeded $10 billion annually, while in 1986 
foreign direct investment was $22.3 billion, and in 1988 
it reached $47.2 billion. The focal point for this invest- 
ment has gradually shifted from the United States and 
Europe toward Asia’s developing and industrializing 
countries and areas, such as the ASEAN countries. The 
sharp increase in investment in Hong Kong has occurred 
amidst the backdrop of this upsurge in foreign invest- 
ment. 


In addition to the serious trade frictions arising between 
Japan and the United States and Europe, and to the 
more common factor of the tremendous rise in the yen 
leading to sharp increases in Japanese foreign invest- 
ment, the wave of Japanese investment in Hong Kong 
also has concrete and special causes. First, from the 
Japanese point of view, the motivating factors are three: 
1) Breaking through the limitations Europe and the 
United States have imposed on Japanese exports, 
through processing in Hong Kong, and then exporting to 
these countries. For example, in a Hong Kong-built 
factory of the Japanese Mita Corporation, the bulk of the 
copy machines it produces are exported to the United 
States and European countries, giving rise to indirect 
exports through Hong Kong, and avoiding quotas on 
direct exports from Japan. 2) Reducing cost increases 
produced by the rise in the value of the yen, guaranteeing 
its Hong Kong market and nearby markets, and 
increasing its competitiveness. For example, the Nisshin 
Food Company, which has built branch factories in 
Hong Kong, Taiwan and Singapore for directly pro- 
cessing and selling locally, has cut costs, and is com- 
peting on an equal footing with both local and other 
foreign companies. 3) Setting up subsidiaries in Hong 
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Kong as a stepping stone to investment in the mainland. 
For example, Japanese companies such as Gyoshin, and 
Daido Kongyoto, which are currently investing in Shen- 
zhen and the Pearl River Delta area, have both expanded 
their investment in southern China through their Hong 
Kong branch subsidiaries. 


Second, Hong Kong, for its part, welcomes Japanese 
investment coming in, and this also involves three fac- 
tors: 1) Reducing the threat of European and U.S. 
protectionism, actively developing a diversified market, 
attracting Japanese capital to come to Hong Kong and 
invest in order to promote its own products to Japan, 
thereby helping to improve Hong Kong’s trade deficit 
with Japan; 2) attracting high technology Japanese cap- 
ital investment to Hong Kong, to help increase the 
technological level of Hong Kong’s industry; 3) in the 
wake of the deterioration of Hong Kong’s own invest- 
ment environment (for example, scarcity of land for 
building, expensive factory rents, higher workers’ wages, 
etc.). Hong Kong hopes to make use of Japan to develop 
new products, and increase product competitiveness, in 
order to make up for the cost increases caused by the 
factors described above. At the same time, increases in 
new design, high technology, diversified top grade prod- 
ucts could break through European and US. restrictions 
on low grade products. To these ends, Hong Kong 
authorities are actively promoting Japanese investment 
in Hong Kong, and have set up an office in Tokyo, and 
engaged experienced Japanese personnel to guide Japa- 
nese capital investment in Hong Kong. These people 
have worked hard and achieved no small result. 
According to Japanese Ministry of Finance figures, from 
the fiscal year April 1987 to March 1988, Japanese 
investment in Hong Kong achieved a record level, 
reaching $1.66 billion, putting this figure in first place in 
Asian investment, almost twice the total of second place 
Thailand ($850 million). 


> New Characteristics of Japanese Investment in Hong 
ong 


First, the rate of investment has increased, while the 
scope has grown larger. Post-war Japanese direct 
investment in Hong Kong began in 1953. Due to 
factors related to economic strength and investment 
restrictions on both sides, for a long time the invest- 
ment was small in scale, and proceeded slowly. Since 
the middle of the 1980s, there has been a sharp 
increase in the rate, while the trend in scope is towards 
the large scale. In the roughly 20 year period from 1951 
to 1969, Japan’s investment in Hong Kong amounted 
to a grand total of $20 million; the early 1970s saw a 
sharp increase, and from 1970 to 1974, investment 
reached $253 million, but after this it dropped off 
consistently for a time. At the beginning of the 1980s, 
there was again a rise, but the increase was gradual. 
After 1987, there has been a steep rise, and in 1987 
alone the annual figure reached $1.72 billion, higher 
than the total of any previous high tide of investment. 
In the three year period from 1986 to 1988, the 
investment total amounted to some 53 percent of the 
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total investment for the most recent 40 years. In 
comparison to overall Japanese investment levels in 
the world and in Asia, Japanese investment in Hong 
Kong as a proportion of world investment went from 
1.1 percent in 1964 to 3.3 percent in 1989; for Japanese 
investment in Asia the figure rose from a proportion of 
5.9 percent to 29.8 percent, with a rate of increase that 
exceeded that of all other regions where Japanese 
capital was flowing in. 


Looking at the scale of each investment, though it is 
still primarily investment in medium and small scale 
businesses, the average volume of capital has increased 
substantially. In 1969 the average investment amount 
was $100 thousand, in 1979 it was $1 million, and in 
1988 it reached $4.96 million. In 1979 Japan had a 
total of 225 investment projects in Hong Kong, with a 
total capital of $225 million, while by 1987 there were 
261 investment projects worth some $1.72 billion, a 
more than five-fold increase in the average project 
investment total. 


Second, there has been an expansion in the areas of 
investment, with a wider distribution across industries. 
For a long period of time, Japanese investment in 
Hong Kong was concentrated in nonmanufacturing 
industries such as trade, banking, real estate and the 
service sector. In the 1960s Japan had only a small 
number of investments in the Hong Kong textile 
industry, while in the latter part of the 1970s, there was 
a trend towards diversification, and there was 
increasing Japanese investment in such industries as 
wrist watches, leather shoes, and semiconductor parts. 
Still, by 1980, despite the spread of Japanese invest- 
ment in Hong Kong to other industries, nonmanufac- 
turing industries still accounted for 89.5 percent of the 
total. Toward the end of 1987, Japanese investment in 
Hong Kong’s manufacturing industries had reached 
HK$4.43 billion, second only to investment in the 
United States, which amounted to $6.42 billion, and a 
75 percent increase in comparison to 1985, making 
Japan the country with the greatest increase that year 
in terms of investment in Hong Kong (amounting to 40 
percent of the total increase in foreign investment in 
Hong Kong for that year). At present, there are 160 
Japanese invested manufacturing businesses in Hong 
Kong, primarily in electronic components, watches, 
printing, publishing, and textile and clothing, and 
particularly in the electronic industry there is a clear 
trend towards capital concentration. 


At present, the nonmanufacturing industry component is 
still the overwhelmingly greater proportion of Japanese 
investment in Hong Kong, but its internal sectors are 
also diversified, as in addition to service industries, 
trade industries, banking, and real estate, Japanese 
investment is increasingly flowing into areas such as 
communications and transportation, farming and for- 
estry, and the construction industry. 


Third, the investment pattern is primarily of the sole 
proprietor type, and the trend is towards negotiable 
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securities. Before 1970, the majority of Japanese invest- 
ment in Hong Kong was with combined investment 
businesses, while since 1986, a change has occurred in 
this situation, as the proportion of sole proprietorship 
businesses has grown to 53 percent, with the proportion 
of combined investment type businesses at 47 percent, 
among which the bulk are in the textile industry. This 
reflects on the one hand freer capital movements for 
both Japan and Hong Kong; on the other hand it 
demonstrates increasing confidence on the part of Japa- 
nese business towards investing in Hong Kong, and a 
major increase in strength. This is also expressed in the 
aspect of negotiable securities investments. For a long 
period of time, Japanese securities and health insurance 
companies for the most part concentrated their invest- 
ments in European and U.S. securities, but in recent 
years, as Hong Kong’s economy has grown strongly, 
general corporate stock profits and rates of return have 
both been relatively high, add to this favorable factors 
such as the fact that the Hong Kong dollar is tied to the 
U.S. dollar, making it possible to avoid some foreign 
currency risks and the liberal ways of the Hong Kong 
banking sector, and Japanese securities, health insurance 
and large-sized banking organizations have one after 
another come to Hong Kong and established branches or 
offices, to provide investment information and consul- 
tation services to nationals living in Hong Kong. By June 
1989, there were 129 foreign investment banks in Hong 
Kong, among which:28 were backed by Japanese capital, 
along with 22 offices, for a total of 50 locations, and 
among these, 26 were started up in Hong Kong after 
1985. In terms of assets, Japanese total assets in Hong 
Kong banking institutions exceed 2 billion Japanese yen, 
constituting some 56.2 percent of the total foreign 
invested banking assets. This has greatly accelerated the 
use of securities by Japanese businesses to invest in 
Hong Kong. For example, Japan’s Daiichi Kangyo Bank 
in 1986 purchased a 550 million HK dollar equity stake 
in the Hong Kong Zhejiang Bank, and the Daiwa Bank in 
1988 purchased nine branches of the U.S. Rainier Inter- 
national Bank, while the Mitsui Trust Bank purchased a 
22 percent equity stake in the Dashin Group. In terms of 
commercial businesses, the Japanese Tokyu Corporation 
purchased the Longzi Bank and the Seiyu Corporation 
purchased a 40 percent equity stake in the Yongan 
Department Store. The equity purchases by Japanese 
businesses of Hong Kong and Hong Kong-based foreign 
Capital businesses make clear the trend towards nego- 
tiable securities in Japanese investment in Hong Kong. 


III. Prospects for Japanese Investment in Hong Kong 


Looking at the short term, the upsurge in Japanese 
investment in Hong Kong will cool down somewhat; but 
looking at the long term, Japanese investment in Hong 
Kong will experience sustained and stable development. 
This will be pushed by factors on both the Hong Kong 
and Japanese sides. On the one hand, though Japan will 
be compelled to gradually change direction towards an 
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economy which satisfies internal needs, in the end this 
will have limits. Trade frictions between Japan, the 
United States, and Europe will continue to exist over the 
long term, and Hong Kong, as a major international! 
market, will, over the long term, serve as an important 
base for Japan to conduct indirect export trade. On the 
other hand, Hong Kong possesses an excellent invest- 
ment environment, such as liberal trade and banking 
systems, excellent basic social facilities, and a pivotal 
geographic position, etc. If Hong Kong wants over the 
long term to maintain its flourishing economy. it will 
inevitably have to carry out long-term open and prefer- 
ential policies toward foreign investment. 


Of course, this includes whether or not domestic Japa- 
nese capital for foreign investment will be able to main- 
tain or increase investment in Hong Kong. and whether 
or not Hong Kong is able to beat back pressure from 
other countries and regions in Southeast Asia trying to 
attract foreign investment, which also depends on the 
following several conditions: first, the stability of the 
political situation and the promotion of an open policy 
towards the mainland. Because Hong Kong has limited 
resources and land, when it comes to foreign investment 
Hong Kong lacks an attractive power for focusing on the 
Hong Kong market as a place to invest, and normally 
Japanese capital businesses all think of using Hong Kong 
as a gateway to open up the huge China market. Hence. 
mainland political and economic trends will directly 
impact confidence regarding foreign investment in Hong 
Kong. This, provided the political situation in China is 
stable. The post-1997 period will not have too much 
effect on whether or not foreign capital maintains its 
investments in Hong Kong, because at that time, 
investing in Hong Kong and investing in any mainland 
city will hold more or less the same risk. despite the fact 
that Hong Kong itself has conditions that are even more 
favorable. 


Second, it will be necessary to continually improve and 
increase the service quality in terms of Hong Kong's 
communications, transportation, and banking, to ensure 
Hong Kong’s position as an internationally important 
banking, trade and information center. “International- 
ization”’ is the current tide of world economic develop- 
ment, and international capital flows are one expression 
of this. In the wake of the strengthening of Japanese 
economic power, foreign investment will also expand, 
but its capital is more and more concentrated in regions 
where the most rapid economic development is occur- 
ring, such as the ASEAN countries, South Korea, 
Taiwan, etc. Hong Kong must maintain its economic 
vitality and must maintain its position as an interna- 
tional trade and banking center, and the inflow of foreign 
investment is mutually related with this Hong Kong 
needs to take “internationalization” as its development 
criterion when it comes to the construction of airporis 
and port facilities and their administration and opera- 
tional policies, and then it will be able to solidify Hong 
Kong’s position and influence in foreign capita! invest- 
ment circles. 
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Finally, the supply of scientific and technical special- 
ists and workers is also a big issue. Japanese businesses 
in Hong Kong are finding insufficient numbers of 
workers available, mobility is high, and the reactions to 
wage cost increases are daily intensifying. In addition, 


for relatively high technology businesses, the supply of 
talent in Hong Kong is tight. How to bring about 
replenishment of this pool with mainland talent and 
labor power is a urgent problem confronting Hong 
Kong. 
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